SPECULATION 


Its Sound Principles and Rules for Its Practice 


BY 
THOMAS TEMPLE HOYNE 


SPECULATION 


Its Sound Principles and Rules for Its Practice 


SPECULATION 


ITS SOUND PRINCIPLES AND 
RULES FOR ITS PRACTICE 


BY 
THOMAS TEMPLE HOYNE 


Le 


All Rights Reserved 


ECONOMIC FEATURE SERVICE 
1014 South Michigan Avenue 
CHICAGO 


Copyright, 1922, by 
Tuomas TEMPLE Horne 


CONTENTS 


INTRODUCTORY NOTE 


PART I 


SPECULATION AND EcCoNoMIC FALLACIES 


CHAPTER PAGE 


I, SPECULATIVE THOUGHT .......ccsene cee eeeneeeeseure 13 
TI. THE SPECULATIVE FORCE 20... ccc ese ecseseceecanens 20 
TIT, SPECULATION 2.0... cece cece en eee neces en eerecnres 28 
IV. CONFUSION IN TERMS ....... cece eect ccc ererececrer 36 
V. Proresson FisHen’s MAD DOLLAR. ....... csc nscsceane 42 
VI. Prorressos Fisoen’s Map Dorian (Continued)....... 49 
VI. Proressog FisHen’s Mav Doituak (Concluded)........ 67 
VIII. THe Co-OPERATIVE MOVEMENT ........0ccceescccsenae 65 
IX. THe Unirep States Gratin Growers, INO............ 76 
XK. CLASS LEGISLATION ........ ccc cece ee cee nner esevene 85 
XI, Prick AND VALUE .........55 aia rerarend aca abe e a ielevere ea axecets . 96 
XVI, RESUME 2... cece eee ete e rece er tee eeeee seeeee 105 
PART II 
PRINCIPLES AND RULES oF SPECULATION 
CHAPTER PAGE 
I. Sprecunative MagkeETS ........ Waal acarelb ene areleie distele eau 123 
IY. THe PsycHOLoGyY OF THE MARKET..........0ccecees 131 
TI]. Guezp anp Fear ......-....05505 ee dubvetauareyecepevaacels oaee 142 
IV. RULES AND PRINCIPLES 20... - cece enn c ee ransereveces 149 
V. THE Two Pastis OF SPEOULATION......ccseeersscseaee 169 
VI. The Law OF AVERAGES 0... .. cscs ccc sce e sn encees seoe 168 
VII. News, Goss, INFORMATION AND TIPB..........0005 . 178 
VIII. MANIPULATION ..... cc cece eect eee ce nner een erercetees 188 
TX. DeEcmING WHAT TO DO...... cc ccc ee eee ener ewnans 198 
K. AOTING ON DEOISION ...... cece eet e eens 5 Relarete . 208 
XI. Troe ann PasriguLaB MARKETS ..... 6. ce cee eee eees 219 
REID,” RESUME 6s edccl sess ane soa ale sia Peed ER Reno engin’ 228 
CONCLUSION 
APPENDIX A... es eee ccc cece eetanes diateshese paavacee tiaras Bed: eoe 8 249 
APPENDIX B ww... cece cere cece sia faceoca dan eeediol abe eee: Be de aganbies wteye Bae 263 


INTRODUCTORY NOTE 


Thomas De Quincey, early in the nineteenth century, 
wrote: 

‘““My understanding, which formerly had been as ac- 
tive and restless as a hyaena, could not, I suppose (so 
long as I lived), sink into utter lethargy; and political 
economy offers this advantage to a person in my state, 
that though it is eminently an organic science (no part, 
that is to say, but what acts on the whole, as the whole 
again reacts on each part), yet the several parts may 
be detached and contemplated singly.. Great as was the 
prostration of my powers at this time, yet I could not 
forget my knowledge; and my understanding had been 
for too many years intimate with severe thinkers, with 
logic, and with great masters of knowledge, not to be 
aware of the utter feebleness of the main herd of modern 
economists. I had been led in 1811 to look into loads 
of books and pamphlets on economy; and, at my desire, 
Margaret sometimes read to me chapters from more re- 
cent works, or parts of parliamentary debates. J saw 
that these were generally the very dregs and rinsings of 
the human intellect; and that any man of sound head, 
and practiced in wielding logic with scholastic adroitness, 
might take the whole academy of modern economists and 
throttle them between heaven and earth with his finger 
and thumb, or bray their fungus heads to powder with 
a lady’s fan.’’ 

Strong as is this denunciation of ‘‘the whole academy 
of modern economists’’ back in De Quincey’s day, it is 
not too strong to be applied to many members of the 
same academy of intellectual fumblers a hundred years 
later. 

vi 


8 INTRODUCTION 


When, during war and immediately after it, degrada- 
tion of business integrity leads to outrageous profiteer- 
ing, adulterating, overcharging and general misusing of 
buyers—evils of the boundless greed that war always 
engenders—it cannot be surprising that much of the men- 
tal output is not to be depended upon. Nevertheless, with 
the suavity of too nice a breeding, we denominate as 
‘“ radical thought ’’ much that De Quincey would have 
called ‘‘ the very dregs and rinsings of the human intel- 
lect.’’ Too readily we regard as ‘‘ debatable proposi- 
tions ’’ what deserve hearty recognition as damned folly. 

Economics is no such abstruse science that it cannot 
be easily understood by any man; but it requires of 
him some study and a great deal of thinking for himself. 
If he is ambitious to be one of the ‘‘knowers’’ in the 
world, instead of one of the crowding, sheepish flock of 
‘‘believers,’’ he will devote some time to it. It will repay 
him intellectually and in dollars and cents. 

There is no pompous or pretentious aim to make this 
book more than the veriest introduction to practical eco- 
nomics. Its purpose is to elucidate the enormous part 
played in every day life by that ‘‘propensity in human 
nature,’’ I quote Adam Smith, ‘‘to truck, barter and 
exchange one thing for another.’’ 

This propensity is the very corner-stone of economics; 
and yet, strangely enough, academic economists almost 
eliminate homan nature from their conception of the 
science. They grow enthusiastic over formulas dealing 
with mathematical factors that never can be more than 
vaguely guessed at, and, by juggling with figures, pre- 
tend to arrive at accurate conclusions regarding the 
course of prices and values. But they would shrink from 
the responsibility of advising, without ambiguity, at any 
definite time whether to buy or to sell stocks, grain, real 
estate, boots and shoes, or Liberty bonds. 
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On the other hand are your ‘‘practical economists’’— 
by ‘‘practical’’ they generally mean unlettered. They, 
too, forget all about human nature when they burst into 
the field of general argument like a bull into a pasture, 
and bellow the Americanism of making nations without 
a@ penny pay billions on the nail. Nor must you laugh at 
these frenzied dollar zealots lest they accuse you of 
being a foreign sympathizer. 

The study of economics, as it is the study of the history 
and the philosophy of the most important part of man’s 
life—the activities and methods involved in making a 
living, getting rich, or being ruined—is the most signifi- 
cant and interesting study in the world. 

This book attempts to place economics in a new light 
and to clear the way somewhat for greater labors in the 
same field. It deals with speculation which, in all its 
different meanings, is the very essence, force and an 
expression of what is termed economics. 

In the first dozen chapters it defines what speculation 
is and what price and value really are. Further, it takes 
up for investigation some of the wild schemes that have 
been recently put forward to ‘‘stabilize prices’’ or other- 
wise ‘‘cure’’ economic ills; and uncovers their self-evi- 
dent puerility. 

The concluding twelve chapters have to do with specu- 
lative markets and the principles involved in price 
changes. From these principles certain practical rules 
have been deduced. Even if the reader does not at once 
care to apply these rules to transactions of his own he 
will derive, by observing how they may be applied with 
profit in the transactions of others, an intellectual pleas- 
ure at least as keen as in debating the best grip for 
driving at golf or in trying to recall the number of 
home runs made by the leading batsman in baseball. 


PART I 
SPECULATION AND ECONOMIC FALLACIES 


Four reformers met under a bramble bush. They were 
all agreed the world must be changed. “We must abol- 
ish property,” satd one. 

“We must abolish marriage,” said the second. 

“We must abolish God,” said the third. 

“I wish we could abolish work,” said the fourth. 

“Do not let ua get beyond practical politics,” said the 
first. “The firat thing is to reduce men to a common 
level.” 

“The first thing,” said the second, “is to give freedom 
to the sexes.” 

“The first thing,” satd the third, “is to jfind out how 
to do it.” 

“The first step,” said the firat, “ie to abolish the Bible.” 

“The frat thing,” said the second, “is to abolish the 
laws..” 

“The firat thing,” said the third, “ta to abolish man- 
kind.” —Robvert Louis Stevenson. 


SPECULATION 


ITS SOUND PRINCIPLES AND RULES 
FOR ITS PRACTICE 


CHAPTER I 
SPECULATIVE THOUGHT 


ROM misunderstanding one another’s real meaning 
emanates confusion that distorts life like a fog. 
Words are the go-betweens of minds; and seldom do they 
deliver precisely the intended messages. Economic terms 
are singularly untrustworthy. Too promiscuous employ- 
ment by slovenly masters has dulled their exactitude. 
‘‘Speculation,’’ ‘‘price,’’ ‘‘value,’’ come to thousands of 
minds hourly; to few indeed do they convey the same 
meanings. 

The first of these three words, speculation, is the embryo 
from which has grown this and the following chapters. 
Its correct meaning in the every day economic world is 
far from its correct meaning originally; but the con- 
nection between the two is ancestrially close; also it is 
intimately pertinent to the subject in hand. Moreover, to 
trace this connection will concentrate attention on the 
main exposition at the best angle for examination. In 
traversing these introductory pages I shall, now and 
again, lean upon anthoritative quotation in order more 
rapidly to lead the reader to what I wish to offer for 
his consideration and entertainment. 
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Speculation primarily means a kind of mental activity, 
a form of reasoning. 

To speculate is defined in the New Standard Dictionary 
as ‘‘to pursue and form conjectures on any object in 
one’s mind, especially a priori and without experiment; 
theorize; conjecture.”’ 

‘Allowing that ignorance or indifference prevents even 
the majority of those whose powers are not exhausted 
in the struggle for mere existence from looking much 
beyond their narrow circle, allowing also that many of 
us live—like children—in a blessed trust that the great 
and important interests of mankind are under higher and 
better guidance than we can understand or control, there 
still remain a considerable number of persons who are 
always on the lookout for something higher, wider and 
better, who are driven by an undying thirst after real 
wisdom, or by an inherent restlessness of disposition to 
inquire into the deepest foundations and the ultimate 
ends of the world and life. Language has coined a word 
which denotes the whole of these occupations and en- 
deavors, how various so ever they may be, and for what- 
soever purpose they may be undertaken. It calls them 
speculation.’’* 

An opinion arrived at by speculation is a hypothesia 
not yet proved by observation or established by experi- 
ment. It is generally reached by a priori reasoning— 
that is, by reasoning from causes to effects—wherein the 
starting points often are no more than assumptions. 

In its original meaning speculation takes no note of 
the direction in which the thinker projects his reasoning. 
Whether he works back from the present towards a 
theory of creation, or forward towards a theory of future 
life his reasoning may be equally speculative. The wide 
range of this form of thought led in the middles ages 

**European Thought in the Nineteenth Century”—Merz. 
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to the wildest. theorizing. Among the scholastics some 
of the greatest thinkers gravely propounded and dis- 
cussed how many angels can stand on the point of a 
needle. Such extravaganzas have probably given to the 
word ‘‘speculation’’ the opprobrious connotation which 
has clung to it down to modern times, so that it is often 
taken to mean the most visionary, irrational sort of rea- 
soning. 

Nevertheless, to speculate, to theorize, is quite the com- 
monest form of thought with every one of us. A theory 
is not so fantastic a mental fabric as many of us seem 
to think. If I turn back home on a cloudy morning to 
get an umbrella it is because I have constructed a theory 
which leads me to the conclusion that it is going to rain. 
It is none the less a theory because the working of my 
mind is almost unconscious. The connecting of known 
facts or assumptions, drawn from observations, with pre- 
sumptions or conclusions, by means of inferences and 
deductions, is theorizing. This is as natural for man 
to do as it is for him to eat. 

‘“Notice, first,’’ says Professor W. M. Davis, ‘‘that for 
an active mind, it is impossible to avoid theorizing. The 
lesson from this is to beware of those so-called practical 
persons who say they do not theorize; what they really 
do is to theorize in an unsafe and unscientific manner; 
for they, like every one else, wish to understand more 
than they can see. The desire to theorize should not 
be resisted, but theorizing should be carefully cultivated 
and its results should be carefully held apart from those 
of observation.”’ 

In order gradually to contract the field of this investi- 
gation, let me at this point eliminate from all further 
consideration all that kind of speculation which does not 
deal with the future. However important to science, 
philosophy, history or religion are those theories which 
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search back into the past, they have no place in this 
inquiry. 

Man’s face naturally turns towards the future. 

To illustrate how emphatically true this statement is 
let me quote a few sentences from Professor Walter B. 
Pitkin. 

‘“Today,’’ says he, ‘‘we recognize that man is an orga- 
nism which adjusts itself in many manners to vicissitudes, 
and that what marks him off most sharply from all other 
animals is his refleetive foresight. The ape has feelings, 
and the ape acta; but between his feelings and his conduct 
there is little or no control. The creature does not check 
and postpone his impulsive responses, in order to con- 
sider whether they will redound to his own future good. 
Nor does he seek out the consequences of an impending 
act and anticipate its pleasure or pain. But this is the 
very gist of human life.’’ 

It is indeed. This constant deliberative looking ahead 
is the trademark of human nature; this filling up of the 
gaps between feeling and action with theorizing con- 
cerning the future. Such speculations are the chains of 
thought by which man has pulled himself up out of bar- 
barism. They are theories which, even when insignificant, 
tinge his every act; when great, they are his day-dreams 
—the stuff that progress is made of. 

Among the earliest savage races of which any historical 
record remains there is usually found some form of reli- 
gious worship that embodies in it the thought or germ 
of belief in a future life; and as primitive man developed 
into a higher and higher mental state, his efforts to specu- 
late on the future became more and more important 3 
part of his intellectuality. In his eagerness to peer ahead 
he seized upon simple things in nature which, under the 
color of his superstitions, became interpretative prognos- 
tieations of coming events. The Greeks, in a high state 
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of cultivation and intellectual development, listened with 
awe to the Delphic Oracle. The Romans, in the time of 
Julius Caesar, sought omens in the flight of birds and 
in the writhings of fresh entrails from slaughtered ani- 
mals. 

In his most private life every man came more and more 
to consider the future and speculate upon what it might 
bring forth. From the savage, recklessly unmindful of 
the morrow, emerged a higher man who began, dimly at 
first, to perceive that his own future lay within his own 
hands and depended largely on how correctly he reasoned 
from what he assumed to be present causes to future 
effects. 

Today the great minds that are struggling with won- 
derful inventions, with the development of new political 
ideas, with plans for better laws, with problems of health 
and sanitation, with conceptions of great works of art, 
with ideals of a higher, better, happier life—all these 
minds are laboring with the future in view. But much 
of the thought that occupies them is beyond the present 
inquiry. Again I shall contract the field we have been 
glancing over by eliminating all that thought looking 
to the future which does not concern itself with the pro- 
duction, acquisition, or distribution of wealth. 

Now we are contemplating familiar territory. We rec- 
ognize our surroundings as those of every day life. We 
are within the field of economics; for this speculation 
concerning future production, acquisition, or distribution 
of wealth must be precedent to every economic activity, 
from the purchase of a paper of pins to the reclamation 
of a million barren acres for agriculture. 

Conclusions reached by this kind of speculation usually 
suggest that some certain action, or series of actions, 
will result in material benefit or harm to the actor. The 
aim of all economic activity is expressed in a gencraliza- 
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tion of L. F. Ward when he says: ‘‘The activities of 
sentient beings are perpetually directed to averting pain 
and attracting pleasure.’’ 

In the economic world—the great, practical, every day 
world in which all of us live physically—the ownership 
of wealth is regarded as the surest means of averting pain 
and attracting pleasure. Hence the acquisition of wealth 
is the first purpose of man considered from the economic 
point of view. Most of his endeavors towards this end 
are roughly comprised in the term business. To make 
money, because money represents wealth, is the aim of all 
business. 

As I have intimated, most speculations looking to the 
future production, acquisition or distribution of wealth 
arrive at conclusions which idealize some possibility or 
probability of making money as contingent upon some cer- 
tain action or actions. They furnish the stimuli for doing 
business, 

The incentive to make money is a heritage of man, based 
upon the instinctive desire for ownership which lies deep 
in his nature and expresses itself even in infancy by crying 
for the moon. It is closely allied to the instinct of self- 
preservation—that selfishness which is perfectly natural in 
every form of life. In mankind it grows stronger rapidly 
with age. In business it is the ruling passion ; there oppor- 
tunity, hatched by circumstances, often rouses it into the 
most egregious greed. 

This stimulus to action, definitely directed by specula- 
tive theory, this incentive to acquire wealth, this dominat- 
ing urge that sways all mankind is the fundamental force 
underlying every economie activity great or small. It is 
to economics what life is to biology, what gravitation is to 
physics, what government is to nations, what faith is to 
religion. 

It is the terrific driving power in that great part of 
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human life—either of an individual or a race—that comes 
within the scope of economics. No economic activity but 
what directly or indirectly is an effect of it. In economics 
it is the great first cause. 

It may be termed The Speculative Force. 


CHAPTER II 
THE SPECULATIVE FORCE 


HAT I have termed the speculative force may be de- 
fined as that tendency in man to act in regard to the 
production, acquisition or distribution of wealth in accord- 
ance with his speculative theorizing concerning the future, 
the attribute which above all others distinguishes him from 
the brute. It is the tendency to transform into advan- 
tageous action the result of using his brains. 

The strength of this tendency, like appetites, tastes, 
desires and all other characteristics of human nature, is 
not the same in every individual. Nor is it altogether 
dependent upon the logic or rationality of the theory that 
directs it. Always it is part of the man himself, giving 
a distinctive flavor to his temperament, just as extrava- 
gance or parsimony might. But weak or strong, it is, for 
the purpose of this study, the first cause in every economic 
activity. Whether developed in a single mind or in the 
minds of groups, communities or whole nations, this urge 
to act is always developed in the same way and always 
looks to the same end; and it is because this is so that 
consideration of how it will act, and of what results it 
will bring about, can be restricted to sharp, scientific 
method. 

There is only one manner in which the speculative force 
expresses itself in economic action. No matter how strong 
it may be, no matter how weak; no matter whether it moves 
a single individual to act, or moves a nation; always when 

20 
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it expresses itself in an economie way it does so by ex- 
change, Economics is primarily the science of exchange, 
that term here including those exchanges man makes with 
nature itself, when he trades his labor for something he 
wants. 

Just as man mentally is marked off most distinctly from 
the brute by his reflective foresight, so in action he is 
most rigidly isolated from all other animals by the act 
of deliberate exchange. 

When Adam was driven out of the Garden of Eden the 
first law of economics was promulgated. Man must give 
something for everything he gets. Most of the injustice, 
evil and crime in the world ever since could be traced 
directly to efforts by the strong, the cunning and the con- 
niving to dodge or destroy the inexorability of this law 
so far as they, themselves, were concerned. 

Emerson, in his essay on Compensation, has carried this 
natural law up into the highest realms of philosophical 
thought and showed that every deed of man, quite irre- 
spective of his will, is invariably an exchange of some 
kind. But in every day life it is the act of deliberate 
exchange that man concerns himself with. Here also, 
however, the law that man must give something for every- 
thing he gets is noted without the necessity of turning to 
civil statutes. It is a natural law, let me repeat, that gov- 
ernments have merely taken cognizance of; and every 
man can recognize its power in that repugnance with which 
he breaks it in even so small an act as giving to an unworthy 
beggar. 

Exchange moves the world. This it is that is the motor 
of progress, This it is, also, that is the very core of that 
co-operation which holds society together. 

Speculative foree and exchange—these are the two sides 
of economics. These are the subjective and the objective 
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points of view; and as the latter is expression of the for- 
mer in action, the study of such action must, to search 
out the reason why, dig deep enough into it to analyze 
the speculative force that lies underneath. 

The law of supply and demand is the law of the specu- 
lative force working through exchange. Supply and. de- 
mand are terms representing quantitative opposites which 
gather within themselves speculative force proportionate 
to surrounding conditions, as the opposite poles of an 
electric battery gather positive and negative electricity pro- 
portionate to the strength of the battery. And just as 
the poles of a battery, if brought close enough together, 
combine positive and negative electricity in a series of 
equalizing flashes, so the poles of supply and demand, 
under proper circumstances, equalize the speculative force 
concentrated within them in a series of exchanges. 

This is always the case no matter how large the poles 
of supply and demand may be or how great the force 
within them is, or how small. The activity and the quan- 
tity of the exchanges between them are measures of the 
volume of distribution and of the business done. Every 
unit of demand is constantly seeking to satisfy itself with 
an equal unit of supply, and under proper conditions the 
speculative force, actuating each pair, equalizes instantly 
in an exchange. 

Exchange is the great equalizing action of economics. 

“In the last analysis,’? says Professor Thomas Nixon 
Carver, ‘‘all industry consists in moving materials from 
one place to another.’’ And farther on he remarks, ‘‘One 
of the great generalizations of the scientific observer is 
that all this moving of materials is for the purpose of 
getting things together in the right proportions.’’ 

It may be added that the force that does all this moving 
is the speculative force; and that the ideally, but utterly 
impossible perfection of getting all things together in their 
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right proportions, would simply mean perfect equalization 
of demand and supply through exchange. 

Such a condition hints at the millennium. Every man 
would have sufficient of everything. He would want noth- 
ing. He would be content. This end, impossible of attain- 
Ment, is nevertheless the constant aim of exchange. 

In some few, purely individual, isolated cases perhaps 
such equalization may be possible at times, but in any 
general sense it can never obtain because it contemplates 
a perfection in human affairs beyond which there could 
be no progress. Scientifically such an equality of supply 
and demand, eyen in any one article or commodity for 
any prolonged continuation, is inconceivable. 

Such a prolongation of equalization in supply and de- 
mand would mean a perfect equilibration, or homogeneity, 
quite as impossible in human affairs or in economics as 
everywhere else in the universe. This impossibility Her- 
bert Spencer clearly explains. 

‘“The instability of the homogeneous,’’ says he, ‘‘— 
illustrated by such facts as that red-hot matter however 
evenly heated soon ceases to be so, and that a pair of scales 
perfectly balanced will not remain so—is obviously conse- 
quent on the fact, that the several parts of any homo- 
geneous aggregation are necessarily exposed to different 
forces, and are of necessity differently modified.’’ 

In the hope that the reader fully comprehends the places 
of paramount importance that the speculative foree and 
exchange hold in economics, I shall now ask him to take 
note of a further contraction of the field under our inves- 
tigation. Speculation in its primary meaning he under- 
stands, but this is not at all the meaning which attaches 
to the word in the every day language of business, trade 
and commerce. There speculation is the name of a kind 
of action. It is action that grows out of that speculative 
reasoning which I have been discussing—that reflective 
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foresight concerning the production, acquisition or dis- 
tribution of wealth—and expresses belief in the conclu- 
sions reached, 

Henceforth in this book I shall always use the word 
speculation to mean the kind of action referred to above. 
I shall not again use the word to convey its primary mean- 
ing of reasoning, unless that meaning is specifically stated. 

Speculation is a kind of economic action that expresses 
the speculative force. As the speculative force only ex- 
presses itself in economics by exchange, speculation must, 
of course, be some kind of exchange. Since there are 
many kinds of exchange, it now becomes necessary to segre- 
gate from these that particular kind which speculation is, 
and to bound it by definition. 

Two great classes of exchange are first, those exchanges 
between man and nature; and second, those between man 
and man. In the former, man must always give labor for 
what he gets; but in the latter, he may give or receive 
labor, service, any article or commodity, or money, In 
exchanges of this kind money usually plays a part, for 
it is the representative of wealth invented for the purpose 
of making exchange more convenient than it would other- 
wise be. Money is ‘‘the medium of exchange,’’ and its 
use in a vast number of exchanges is called buying and 
selling. 

Now it is the purpose directing the speculative force 
underlying every exchange that characterizes that ex- 
change. For example, buying for consumption, buying 
in the ordinary course of business, buying for investment 
and many other kinds of buying, perhaps, differ one from 
another and may all be different from buying as a specula- 
tion. The difference among these exchanges 10 the differ- 
ence in the purpose with which they are consummated. 

Buying for consumption is directed by necessity, or util- 
ity, or luxury, or, perhaps, by mere extravagance. Buying 
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in the ordinary course of business may be simliarly di- 
rected, but always it has in contemplation at some point, 
either in the actual exchange, or in the past, or in the 
future, service or labor. Buying for investment is the 
effort to secure payment for the use of the capital in- 
volved without giving any labor or service. Buying as a 
speculation is the effort to increase, withont giving any 
service or labor, the capital involved. This last kind of 
exchange is speculation, as that word is commonly used 
every day, and its success depends more on purely intel- 
lectual powers than does any other form of exchange. 

Let me repeat: at bottom speculation is the effort to 
inerease simply by an exchange, or a series of exchanges, 
the capital involved. It differs from investment in that 
the latter seeks by exchange to secure payment for the 
use of the capital involved. Speculation differs from ordi- 
nary business exchanges in that the latter always contem- 
plate, at some point, labor or service as of prime importance. 

In business there is always some degree of speculation; 
in investment there often is; but pure speculation compre- 
hends neither business exchanges nor investment. If an 
enterprise calls largely for labor or service, and little for 
speculation, it is called a safe and conservative business. 
If it calls largely for speculation—that is, for the attempt 
to increase capital through immediate or ultimate ex- 
changes, without depending greatly on labor or service 
or investment—it is said to be a speculative or risky busi- 
ness. 

Investment may, and often does, merge into speculation ; 
and the reverse of this is sometimes true. The investor 
who seeks so high a return for the use of his capital that 
the rate of interest he demands from a security is far 
above the ordinary rate of interest at the time, must equal- 
ize his demand from the supply of ‘‘investments”’’ that are 
risky. Whether he admits it to himself or not, he is, in 
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seeking such a high return for the use of his capital, in 
reality trying to increase that capital rather than to secure 
fair payment for its. use. 

And it is possible that a speculation may seek so small 
an increase in the capital involved that the return should 
be regarded as interest for the use of the capital, instead 
of an increase of it. In such a case what was called a 
speculation is, in fact, an investment. 

The unfortunate use of the word speculation in many 
different senses has obscured the meaning of the term. Be 
cause of this, IJ shall recapitulate the substance of the first 
and second chapters before I attempt certainly to define 
speculation. Thus the reader may secure a firmer grasp 
on what has led to the formulation of the definition. 

1. Speculation is a method of theorizing, particularly 
a priori—from causes to effects—wherein the causes often 
are no more than assumptions. It is reasoning alone, with 
no consequent action. 

2. Speculation which contemplates the future—whether 
that future be the next instant or a thousand years hence— 
is at bottom the reflective foresight which distinguishes 
man mentally from the brute. It is the conscious and 
unconscious method of every day reasoning used by every 
one of us. 

3. Speculation when it concerns itself with the future 
production, acquisition or distribution of wealth is the 
thought underlying every economic activity. 

4. The speculative force—the fundamental cause in eco- 
nomies—is that tendency to act which is aroused by man’s 
instinctive desire for ownership. It is directed by the 
speculative reasoning concerning the future production, 
acquisition or distribution of wealth. 

5. The speculative force, when it expresses itself in eco- 
nomic action, always does so in some form of exchange. 
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Economics igs primarily the science of exchange to which 
all progress is due, exchange here including those trades 
which man makes with nature itself, when he gives his 
labor for something he wants. 

6. There are many kinds of exchange, characterized by 
the purpose directing the speculative force which underlies 
each. Speculation, in its every day meaning as a kind of 
action in business, trade and commerce, is one of these 
kinds of exchange. 

7. Speculation is that kind of exchange which records 
the effort to increase the capital involved in making it, 
without any necessity for labor or service, 


CHAPTER III 
SPECULATION 


N the effort to form a definition of speculation, as 
the word is commonly used every day to denote a cer- 
tain kind of transactions, it will be well first to con- 
sider some of the definitions that have been offered by 
others. The New Standard Dictionary defines specu- 
lation as follows: ‘‘A more or less risky investment 
of money in expectation of considerable gain, or any 
business or commercial transaction involving such a use 
of money, as buying commodities to hold them for a 
rise in price.’’ 

The definition given by the Century Dictionary is: 
““The investing of money at a risk of loss on the 
chance of unusual gain; specifically buying and selling, 
not in the ordinary course of commerce for the con- 
tinuous marketing of commodities, but to hold in the 
expectation of selling at a profit upon a change in 
values or market rates. Thus, if a merchant lays in 
for his regular trade a much larger stock than he 
otherwise would because he anticipates a rise in prices, 
this is not termed speculation; but if he buys what he 
does not usually deal in, not for the purpose of ex- 
tending his business, but for the chance of a sale of 
the particular articles at a profit by reason of antici- 
pated rise, it is so termed. In the language of the 
exchanges, speculation includes all dealing in futures 
and options, whether purchases or sales.’’ 
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Adam Smith, whose ‘‘Wealth of Nations’’ is the 
source of modern economics, fully appreciated the im- 
portant part that speculation plays in business. ‘‘The 
establishment of any new manufacture,’’ says he, ‘‘of 
any new branch of commerce, or of any new practice in 
the art of agriculture, is always a speculation from 
which the projector promises himself extraordinary 
profits.’’ 

The German economist, Cohn, describes speculation 
as ‘‘the struggle of well-equipped intelligence against 
the rough power of chance.’’ 

Justice Holmes of the Supreme Court of the United 
States in a famous opinion (Chicago Board of Trade vs. 
Christie Grain & Stock Co,, 198 U. S. 236) says: ‘‘Spec- 
ulation of this kind by competent men is the self- 
adjustment of society to the probable.’’ 

None of these definitions is wholly satisfying. It 
shall be my purpose to attempt to develop a definition 
which will make clear just what speculation is and at 
the same time distinctly separate it from gambling, with 
which it is continually confused. 

Speculation is carried on by means of exchange. The 
primary purpose of one or both parties to every specu- 
lative exchange is to increase the amount of capital 
involyed in making it. 

It is this purpose, as I have already pointed out, that 
distinguishes a speculative transaction from all other 
kinds of exchanges made in the consummation of ordi- 
nary, every day business. 

In an investment the primary purpose is to secure 
payment for the use of the capital involvea. A pure 
investment is closely allied to a loan, so far as its pur- 
pose is concerned. The difference is that, instead of 
lending capital on collateral presumed to be of consid- 
erably more value than the amount of the loan, the 
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investor buys outright what is analogous to collateral 
in a loan. This he is willing to do because the value of 
the security purchased is presumed by him to be stable, 
and also because he believes he has a market in which 
he can resell the security without loss, if he wishes to 
do so. Such a resale is analogous to receiving payment 
for a loan and returning the collateral. 

In the exchanges of ordinary business the primary 
purpose is to secure payment for service or labor in- 
volved by selling directly such service or labor; or 
to purchase what to a large extent represents service 
or labor for consumption or with the intention of adding 
to it further service or labor, and then reselling it to 
secure compensation for the service and labor so added 
plus a profit. 

As examples of these three types of exchange consider 
first the purchase of 100 shares of stock at $30 a share. 
The purchaser believes that this stock will sell at $35 
a share within six months. Whether or not it is paying 
any dividend is a matter of small concern with him. He 
expects to make with the $3,000 which his purchase 
involves, a profit of $500 within six months. That is, 
he hopes to increase the capital involved considerably. 
This is a speculation. 

The seller of the stock may believe that it will sell at 
$25 a share within six months and, therefore, is also en- 
gaged in a speculation; or he may be selling to secure a 
speculative profit already gained on paper; or his sale 
may not be speculative at all, being made merely in the 
way of business to dispose of an interest in a corpora- 
tion, or, perhaps, for no other reason than that he 
wishes to convert the security into cash. 

But if, in the foregoing transaction, three $1,000 
bonds paying six percent interest annually, which the 
purchaser buys at par, are substituted for the 100 
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shares of stock, it is apparent that the purchaser enters 
into the exchange with an entirely different purpose. 
Here the buyer wishes to secure first and foremost a 
safe means of getting what he considers fair payment for 
the use of the capital involved in the transaction. This 
is an investment. 

Now presume that the purchaser buys, instead of 100 
shares of stock or three bonds, as exemplified above, 
$3,000 worth of leather which he intends to make into 
shoes and sell to customers. This is the third type of 
exchange, the ordinary business transaction. 

It is clear, of course, that all three primary purposes 
that have been distinguished in the cases above may 
merge and enter into a single transaction. Such is often 
the condition in an exchange, and for this reason, prob- 
ably, terms are constantly misused. Nothing is com- 
moner than to observe a purchaser try to deceive him- 
self, or a seller try to deceive some one else, by calling 
by the name of investment a transaction that is the 
purest speculation. 

The speculative intent enters into all types of ex- 
change with great frequency. There are few invest- 
ments, indeed, in which the investor does not purchase 
with the intention and hope of increasing his capital by 
& rise in the value of what he buys, as well as with the 
purpose of securing payment for the use of his capital. 

Also, in most transactions that are considered merely 
business exchanges the speculative purpose enters, often 
largely. Even when a housewife, hearing that a short- 
age of sugar impends, buys 50 pounds of sugar instead 
of the usual 5 or 10 pounds, she is speculating on that 
surplus purchase. It makes no difference that ulti- 
mately all this sugar will be consumed in her own home; 
she has bought 40 pounds more than she would have 
otherwise bought because she believes the price is going 


32 SPECULATION 


higher before it will be necessary for her to purchase 
for her needs that additional 40 pounds. 

By attempting to forestall the expected advance in 
price with this additional purchase, she expresses her 
purpose to increase her capital involved in the trans- 
action. In other words, if sugar does advance in price 
as she believes it will, by the time all the sugar she has 
bought has been consumed she will have made a spec- 
lative profit that is measured by the difference between 
the price she paid for the additional 40 pounds, and the 
price she would have had to pay for it in 10-pound lots 
at the various times when ordinarily she would have 
been obliged to buy it for her needs. 

Just such an every day transaction is often pointed 
to as an example of wise thrift, which it undoubtedly is. 
Frequently, well considered speculation which is suc- 
cessful becomes an example of praiseworthy economy. 

Although, as I have suggested by inference, transac- 
tions which have in them absolutely no speculative ele- 
ment are exceedingly rare because of the nature of man 
himself, still, for the purpose of terminology, it seems 
advisable to divide all exchanges roughly into three 
main classifications—speculations, investments and busi- 
ness exchanges—the distinguishing mark of each class 
being the primary purpose with which the exchange is 
entered into. 

Again let me contract our field of investigation by 
eliminating all those exchanges which are not included 
in the term speculation. And now I shall endeavor 
clearly to bound speculation by formulating a definition 
for it. 

Speculation and gambling are constantly confounded, 
and yet there are at least two perfectly clear distinc- 
tions between them. Without going into too deep a 
discussion of gambling it may be said that, fundamen- 
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tally, this intensely human activity is an amusement. 
Speculation, on the other hand, is at bottom an occu- 
pation—a means of making a living in an activity that 
confers a benefit upon society, 

Both gambling and speculation have, of course, for 
centuries been abused; and in the present, as in the past, 
there are many persons who try to make a living by 
gambling, and many who try to amuse themselves by 
speculating. But such abuses no more change what 
gambling and speculation really are than does the bind- 
ing of the feet of Chinese girl babies change those feet 
into anything else, no matter how it unfits them for 
walking. 

The first certain mark of difference between specula- 
tion and gambling is that in the former both parties to 
a transaction may profit, or both may lose, or one may 
profit and the other may lose. In gambling this is not 
the case. Always in a gambling transaction it is cer- 
tainly known before it is entered into that there must be 
a loss for every gain. 

The second distinction, although it may be less im- 
portant to the individual, is of utmost importance to 
civilization. It is this, speculation always confers some 
direct economic benefit upon society as a whole, but 
gambling does no such thing. 

IT am well aware that eager supporters of betting on 
horse-racing, for example, will urge that such gambling, 
as it stimulates racing, tends to make for the breeding 
of better horses, and consequently confers a benefit on 
breeders who are a part of economic society. This is 
entirely true; and let me add that I am not endeavoring 
to attack gambling. All history shows that it is the 
most natural amusement of mankind. 

But improvement in the breed of horses is, at best, a 
secondary or tertiary benefit derived from betting on 
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horse-racing; whereas the benefits of better distribution 
derived by society from speculation are direct and pri- 
mary. They are too obvious to need further comment 
until I come to discuss speculative markets. 

The propriety of speculation as a means of making a 
living should be unquestionable. It is quite as natural 
and proper for civilized man to seek to profit through 
exchange by what he believes is his superior ratiocination 
as it is for water to run down hill. 

In accordance with a great natural law, man seeks to 
make his living with the least necessary effort. If spec- 
ulation seems to offer him an opportunity to support 
himself with less effort than he would be called upon to 
expend in some other form of activity that is open to 
him, he will choose it with unerring certainty. It is 
quite as proper for him to speculate under such circum- 
stances as it was for the pioneer farmer, before whom 
laid great tracts of lands to be had for the taking, to 
select that land which appeared most fertile and was 
best watered, in preference to acres which could be made 
to produce only with greater toil. 

I have indieated salient points which distinguish spec- 
ulation from gambling, from investment and from ordi- 
nary business transactions. Let me now formulate these 
into a definition of speculation. 

Speculation comprises those exchanges which are en- 
tered into with the purpose of increasing the capital 
involved in making them without the necessity for serv- 
ice or labor, in which either or both parties to any 
exchange may gain or lose, and which when considered 
as a whole, form an activity that confers a direct benefit 
upon economic society. 


CHAPTER IV 
CONFUSION IN TERMS 


E now have a working definition of speculation as 

the name for a kind of transactions which occupy a 
most important place in economic life. Much of the con- 
fusion that has muddled attempts to define speculation 
has grown out of the use of the term not only as the 
name for all transactions of a certain class, but also as 
the name for the force that brings them about and un- 
derlies all economic activity, and for the reasoning that 
directs that force. 


The definition which I have developed is a definition 
of those transactions which are resultants of the specu- 
lative force acting alone, and directed by reasoning. 
When this force, and not the speculative exchanges 
which are resultants of it, is meant I shall refer to it as 
the speculative force so that there may be no possibility 
of confusion. When the reasoning that directs the 
speculative force is intended, I shall refer to that as the 
speculative reasoning. 

The reader cannot be urged too importunately to have 
clearly in mind the distinction between the acts which 
are the result of a force, and the force itself. When he 
uses the term ‘‘speculation’’ let him understand beyond 
question whether he refers to the transactions which 
result from the speculative force, or to the force itself. 
Let him ask himself whether he means the act of buying 
and selling under conditions bounded by the definition, 
or whether he means that force which, working on man- 
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kind, results in exchanges that, when directed by the 
intellect with one, certain purpose, are defined as 
speculation. 

This may seem, for a moment, to be hair-splitting, but 
it is nothing of the sort. Later on I shall show that 
confusion in terminology, if it is not an example of con- 
fusion of thought, certainly leads to that pompous im- 
perspicuity which, now and again, offends a reader of 
some modern economists who are widely accepted as 
authorities. 

But leaving our definition of speculation as a certain 
kind of exchanges resulting from the speculative force, 
let us consider again, for a moment, that force itself. 
Already I have likened it to the force of electricity, 
gathering in the opposite poles of a battery and continu- 
ally equalizing in flashes, when the poles are close 
enough together. I have suggested, to carry the simile 
farther, that the speculative force gathers in demand 
and supply and continually, under proper circum- 
stances, equalizes in exchanges which correspond to the 
flashes of electricity. 


I have pointed out that the source of the speculative 
force lies deep in human nature. Psychologists call it 
the instinctive desire for ownership. It is born in every 
human being, and begins to express itself in action in 
early childhood. It develops with age, often to a high 
degree. In business it is the ruling passion—greed. 

Because so many economists, too academic perhaps, to 
learn somewhat from human nature, instead of alto- 
gether from books, fail to apply the great natural laws 
which rule human actions, they lay down with great 
fidelity coldly reasoned theories that often are unsound, 
and sometimes utterly worthless. Too frequently they 
attempt to deal with living business, which involves 
everything man does, wants or has that is given a name 
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in the economic vocabulary, as if they were geologists 
dealing with inorganic formations in the effort to search 
out secrets of the cosmos that lie hidden in dead rocks. 

Nor do these economists even clearly define their 
terms in all cases. Frequently they make use of the 
same word in different senses, without the slightest hint 
to the reader of the changes in its intended meaning. 
This can result only in confusion that befogs much mod- 
ern economic writing, the modest reader of which blames 
his own understanding in self-depreciation, and accords 
to the author a flattering recognition of authority, but 
one that is wholly undeserved. 

Any ordinarily intelligent man can understand all 
that is worth while in economic theory. There ought to 
be no mystery about it. Economics is the biggest part 
of the history and philosophy of every day civilized life. 
If an economist’s writing is so abstruse that an intelli- 
gent man is only confused by reading it, the cause of 
the confusion is more likely to be in the author than in 
the reader. 

Of all the terms used in modern works on economics 
few carry a more confusing periphery of conflicting con- 
notations than speculation. This is solely because of 
the use of the word in several senses without distinc- 
tion; and because this is so often done I wish again to 
impress upon the reader that whenever I use the term 
speculation hereafter, I shall always use it to indicate 
those transactions which have been bounded by defini- 
tion and nothing else, unless some other meaning is spe- 
cifically stated. 

But carelessly as the term speculation is used in many 
modern books on economics, the term value is even more 
negligently mishandled. Thus is there a breeding of 
ambiguity ; for value, together with price, is more closely 
associated than anything else with speculation; as also 
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it is with investment and every kind of business dealing 
whatsoever. 

Price, probably, is clearly enough understood as a 
term, but nowhere have I been able to find a definition 
of value that convinced me it defined what value really 
is. On the other hand, I have found many definitions 
of value that mean little or nothing, or reveal an utter 
misconception on the part of their authors of what this 
commonly used, every day word really contemplates. 

However, before I take up the discussion of value and 
price with the purpose of sharply defining their mean- 
ing and of showing their relation to each other and to 
speculation, I wish to point out that it is the confusion 
concerning what speculation, value and price really are 
that has led to most of the wildly absurd theories put 
forth as economic panaceas, and to most of the bad leg- 
islation enacted with the purpose of effecting economic 
betterment. 

Because of sudden shifts in value and in prices, often 
the direct results of war, periods of great business de- 
pression have followed upon periods of great business 
prosperity. In a period of business failure, bankruptey, 
forced idleness among large classes of labor, fall in 
wages, fall in prices—especially of agricultural prod- 
ucts—it is natural that some remedies should be sought. 
At such times Congress and state legislatures are snowed 
under with bills proposing all sorts of reforms and all 
sorts of innovations, urged by their authors as certain 
cures for the economic diseases prevailing. Many of the 
schemes for correcting the business evils, upon which the 
country has fallen, are quite as absurd as would be an 
enactment forbidding any one to fall out of a balloon 
without a parachute. 

In correctly regarding business as the most important 
form of civilized human activity, the erroneous belief 
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sometimes arises that it can be controlled for prosperity 
or depression by mere legislation. The fact that busi- 
ness is directed by human agency, leads to slurring over 
the fact that this very direction is largely controlled by 
a force that is subject to natural law, and not at all to 
be shaped by a statute. 

But in times of business distress a certain type of 
mind—very common unfortunately—becomes hypnotized 
with its own ideas, quite irrespective of their inutility 
for alleviating a bad situation. Theories are urged upon 
the people as a whole, or as classes, with promises that 
the adoption of them as laws will re-inflate the economic 
collapse. Often all that such theories have to recom- 
mend them is their novelty; sometimes they lack even 
that. They resemble that vacuous reasoning in the mid- 
dle ages to which reference has been made. Neverthe- 
less they attract numerous adherents, especially among 
those classes which are suffering most from sudden re- 
verses in their material condition. Many individuals in 
those classes are ready for any change at all, for they 
are actuated by an entirely human feeling, bordering on 
desperation, that the situation is so bad a change of any 
kind must bring with it improvement. Since this feel- 
ing has more than once elected a president, one can 
hardly be surprised if it becomes widespread enough to 
develop a popular movement aimed to revise by law the 
entire economic structure. 

In times of business distress, as I have said, a certain 
type of mind puts forth the wildest theories for eco- 
nomic rehabilitation. It makes no difference whether 
this type of mind has been highly educated, or remains 
in an almost untutored state. It is the unintellectual 
mind, and even when it has been highly educated in the 
purely academic sense it continues to be a dull tool for 
turning out rational, original, praticable thought. 
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A mind of this type, coming at once to the conclusion 
that all economic trouble is due to sudden depreciation 
in value and the consequent fall in prices, sets about 
compounding an instant remedy by attempting to formu- 
late a method of regulating value, or prices, or both. 
It mistakes effects for causes. It puts the cart before 
the horse, and attempts thus to drag the animal to water 
with the avowed intention of making him drink. It 
urges for adoption laws for government price control; 
schemes contemplating huge governmental loans; plans 
for reforming the currency, the banking system and 
business generally. 

These ideas, plans, schemes, almost invariably are an 
outgrowth of the utter misconception of what specula- 
tion, value and price really are, That this misconcep- 
tion is general among all classes, from learned profes- 
sors of economics down to ordinarily educated produc- 
ers, I purpose to demonstrate by taking for analysis one 
plan for economic rehabilitation from the highly edu- 
cated class, presumed to be especially educated in eco- 
nomic theory; and another from what may be called the 
practical class, not especially educated in economics. 

I take these plans because they are built up on the 
error that is usually apparent in such schemes. That is, 
they lay most of the blame for business depression upon 
speculation, as if that were some illicit trade like smug- 
gling, and seek to curb or annihilate it, directly or 
indirectly, by legislation, maintaining that such annihi- 
lation would be a boon to mankind. The analysis of 
these plans is most important to the reader because it 
shows how little the theory and practice of speculation 
are understood, and how ignorant are proponenta of 
such plans of the fundamental laws which rule econom- 
ies—the laws associated with and dependent upon what 
I have called the speculative force. 
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After showing the absurd fallacy of these two plans— 
the two most widely discussed proposals for relieving 
economic distress in this country consequent upon the 
world’s war—I shall define value and price so that the 
conclusions reached concerning them may be self- 
evident. 

The first of the plans that I will take up for analysis 
is a currency reform which would establish a new kind 
of dollar, called a ‘‘commodity dollar.’’ This is the 
darling delusion of Professor Irving Fisher, a gentle- 
man of high reputation as an economist, author of many 
books on economies, and a teacher of note. He main- 
tains that his currency reform, because, he says, it would 
end ‘‘gambling in gold,’’ would put this country on a 
sound economic basis, level many harsh inequalities in 
the lives of individuals in varying financial circum- 
stances from wealth to poverty, and so improve living 
conditions for labor, producing, distributing, capitalistic 
and all other classes as to bring about an economic 
structure little short of Utopian. 

It is my purpose to show in the next chapter or two 
that Professor Fisher’s scheme is absurd. When the 
reader has made himself familiar with the analysis in 
these chapters he will be dumbfounded, I think, not only 
that a man of Professor Fisher’s reputation could con- 
ceive so wild a theory and contemplate it seriously as 
having a place in sound, economic thought, but also that 
business men such as he names as having been convinced 
of the feasibility of his plan, could even for a moment 
countenance such an absurdity, to say nothing of lend- 
ing their names to it by way of endorsement. 


CHAPTER V 
PROFESSOR FISHER’S MAD DOLLAR 


ROFESSOR IRVING FISHER—professor of political 

economy at Yale University—says his plan for a 
‘“‘eommodity dollar’? has received ‘‘the approval of a 
large number of leading economists, business men, and 
organizations, including President Hadley of Yale; a 
committee of economists appointed to consider the pur- 
chasing power of money in relation to the war; Frank 
A. Vanderlip, former president of the National City 
Bank of New York; George Foster Peabody, Federal 
Reserve Banker of New York; John Perrin, Federal 
Reserve Agent of San Francisco; Henry L. Higginson, 
the veteran banker of Boston; Roger W. Babson, a sta- 
tistician; John Hays Hammond, mining engineer; John 
V. Farwell, of Chicago, member of the Yale Corpora- 
tion; United States Senator Robert L. Owen, one of the 
authors of the Federal Reserve Act; Ex-Senator Shaf- 
froth; the late Senator Newlands; Sir David Barbour, 
one of the originators of the Indian gold exchange 
standard; the Bridgeport Chamber of Commerce; the 
Society of Polish Engineers; the New England Purchas- 
ing Agents’ Association. The American Federation of 
Labor has voted to investigate such plans.’’ 


In the face of this array of authoritative names, back- 
ing up the high reputation of Professor Fisher himself, 
one ought ordinarily to be extremely cautious in eriti- 
cising the theory of this economist, unless invited by 
him to offer suggestions concerning it. But when any 
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professor maintains that he has discovered a remedy 
that will cure economic ills of our social organism, and 
urges the swallowing down of his remedy by the people 
of this country, he refers to palpable, every day hard- 
ships that make life more difficult for everybody, and 
promises a practical means of relief from them. He 
leaves his lecture-room, so to say, and mingles with the 
crowd, giving to any one the right to answer him. 

I do answer him, therefore, most earnestly and with- 
out the slightest hesitation, to show that his own words 
prove the enormity of the monetary crime he would 
commit. No vast learning in political economy, no deep 
delving into muddling theories, is necessary to point out 
clearly and with perfect certainty that Professor Fish- 
er’s scheme for currency reform is no more than one of 
those vicious, poisonous theories, conspicuous in modern 
near-thought on all subjects, which are now working 
havoc in society by warping well-intending persons 
away from right, justice, truth and good sense. 

Already Professor Fisher’s plan has gained adherents 
among those who are believed to be lucid thinkers on 
financial subjects. This seems incredible, but the names 
above are quoted from Professor Fisher’s own article 
which professed to set forth his theory clearly and com- 
pletely. This article I consider as an entity and to 
answering it I must confine myself, without regard to 
anything Professor Fisher may have since written by 
way of amplification or revision. As the theory itself is 
unsound, any later twisting of words by its author, in 
an effort to make it look solid and stable, would be like 
propping up the traditional house that is built upon the 
sands, 

In a discussion which concerns practicability and 
method, all the show of authority given to the Fisher 
monetary scheme by an array of well known, sponsoring 
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names should not be regarded as the slightest deterrent 
from pointing out why the plan is not feasible; why, in 
fact, it is an utter absurdity; why, if it were really 
adopted, it would plunge this country into financial 
chaos that would end in bankrupting the government 
itself; why it would drain the Treasury of the United 
States of every dollar’s worth of gold, the greater part 
of which could easily pass into the coffers of a foreign 
and, perhaps, inimical government. In a word, why 
this insidiously urged scheme, if it were ever adopted, 
would make possible the most gigantic theft in the his- 
tory of the world, absolutely ruining this country and 
government. 

The whole plan is a structure of words built upon an 
absurdity. Once this foundation is called upon to bear 
the weight of common sense, the whole structure col- 
lapses. It is my purpose to point out that Professor 
Fisher’s plan is the wildest financial nightmare since 
men first dreamed of the Philosopher’s Stone, El Dorado, 
or of how to make nations and peoples rich by the 
scratch of a pen. 

Briefly, in his own words, Professor Fisher’s plan 
follows: 

‘We want a dollar which will always buy the same 
aggregate quantity of bread, butter, beef, bacon, beans, 
sugar, clothing, fuel, and the other essential things that we 
spend it for. What is needed is to stabilize or stand- 
ardize the dollar just as we have already standardized 
the yardstick, the pound weight, the bushel basket, the 
pint cup, the horse-power, the volt, and, indeed, all the 
units of commerce except the dollar. * * * 

“‘In order to secure a dollar constant in its purchas- 
ing power over goods in general, it should, in effect, be 
a composite of those very goods in general. For in- 
stance, we might imagine a composite commodity dollar 
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consisting of 2 board feet of lumber; 1/20 of a bushel 
of wheat; 1/2 of a pound of meat; 30 pounds of coal; 
1 pound of sugar; 1 ounce of butter; one egg; 1/100 of 
a pair of shoes, ete. 

‘“That assortment would always cost a dollar simply be- 
cause a dollar is that assortment. In short, it would be just 
as simple then to keep the price of the composite package 
of say 100 commodities invariable (however widely its con- 
stituents might vary among themselves) as it is now to keep 
the price of gold invariable. The price of that composite 
would always be a dollar, just as today the price of gold is 
always $20.67 an ounce. 

‘*Perhaps some scornful critic is now eager to point out 
how inconvenient, not to say grotesque, such a dollar would 
be if it were in circulation or were used for export or 
import. With ita 30 pounds of coal, it is far too heavy to 
carry; with its wood and hay, it is far too bulky for the 
pocket ; its solitary egg would spoil; while to divide a pair 
of shoes into a hundred parts would ruin them. Gold is to 
be preferred because it is imperishable, easily divisable, 
easily portable, and easily salable. * * * 

“By all means, then, let us keep the metal gold for the 
good attributes it has—portability, durability, devisability, 
salability—but let us correct its instability, so that one 
dollar of it will at all times buy epproxmately that com- 
posite basketful of goods. * * 

**Under the plan here to be presented, gold is retained as 
the ultimate means of redemption. There would be essen- 
tially the same mechanism by which gold freely enters or 
leaves the circulation. But the gold dollar would become 
a standard of value instead of a standard of weight. We 
now have a gold standard that is forever fluctuating. It is 
a gold standard with the ‘standard’ left out! The proposal 
is really to put the standard into the gold standard—to 
standardize the dollar. 
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‘‘The method of rectifying the gold standard consists in 
suitably varying the weight of the gold dollar. The gold 
dollar is now fixed in weight and therefore variable in 
purchasing power. What we need is a gold dollar fixed in 
purchasing power and therefore variable in weight. I do 
not think that any sane man, whether or not he accepts 
the theory of money which I accept, will deny that the 
weight of gold in a dollar has a great deal to do with its 
purchasing power. More gold will buy more goods. There- 
fore more gold than 25.8 grains will, barring counteract- 
ing causes, buy more goods than 25.8 grains will buy. If 
today the dollar, instead of being 25.8 grains, or about one- 
twentieth of an ounce, of gold, were an ounce or a pound 
or a ton of gold, it would surely buy more than it does now, 
which is the same thing as saying that the price level would 
be lower than itisnow. * * * 

‘And if we circulate paper representatives of gold exclu- 
sively, instead of including any gold coins, these frequent 
changes in the weight of the gold dollar can be made even 
more easily than the occasional changes were made which 
history records. In actual fact, gold now circulates almost 
entirely through ‘yellowbacks,’ for gold certificates. The 
gold itself, often not in the form of coins at all but of ‘bar 
gold,’ lies in the Government vaults. * * * 

“Tf gold thus cireulated only in the form of paper repre- 
sentatives it would evidently be possible to vary at will 
the weight of the gold dollar without any such annoyance 
or complication as would arise from the existence of coins. 
The Government would simply vary the quantity of gold 
bullion which it would exchange for a paper dollar—the 
quantity it would give or take at a given time. As readily 
as a grocer can vary the amount of sugar he will give for 
a dollar, the Government could vary the amount of gold 
it would give for a dollar. Today the Government will give 
25.8 grains of gold bullion to the jeweler or exporter for 
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each dollar of certificates he pays in; next month it might 
give 26 grains or only 24 grains. 

**But, it will now be asked, what. criterion is to guide the 
Government in making these changes in the dollar’s weight? 
Am I proposing that some Government official should be 
authorized to mark the dollar up or down according to his 
own caprice? Most certainly not. A definite and simple 
criterion for the required adjustments is at hand—the now 
familiar ‘index number’ of prices. The Bureau of Labor 
Statistics, which now publishes an index number, the 
Bureau of Standards, or other suitable Government office 
would be required to publish this number at certain stated 
intervals, say monthly. 

‘‘That is, each month the bureau would calculate from 
current market prices how much would have to be paid for 
the composite basket of goods. This figure it would publish 
and proclaim ; and this figure would then afford the needed 
official sanction to the Secretary of the Treasury to change 
the rating of the gold dollar—that is, to change the amount 
of gold which the mint would give or take for a gold cer- 
tificate. * * *,” 

That is Professor Fisher’s monetary remedy. I purpose 
to show, while pointing out frequent examples of fallacious 
reasoning, confusion of thought, contradiction and the use 
of meaningless terms: 

First, that Professor Fisher’s theory, if put into prac- 
tice, would make both gold and the dollar not more stable, 
but more unstable than they are now; 

Second, that even if the so-called remedy could really 
make prices stable,—presuming that a dollar that could do 
thia were desired,—still the remedy is a quack cure-all that 
fails to take into account a fundamental truth and for 
that reason becomes at once a glaring absurdity madder 
than any monetary fad ever foisted into public considera- 
tion in all history; and 
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Third, that if this remedy were actually applied it would 
plunge the country into financial chaos which, in a short 
time, actually would bankrupt the government; that it 
would drain the Treasury of the United States of every 
dollar’s worth of gold, and that this gold, or most of it, 
could easily pass directly and indirectly into the coffers 
of a foreign and, perhaps, inimical government, without 
any return for it whatever. 

Let it be clearly understood I do not say that if Pro- 
fessor Fisher’s remedy were applied, this government might 
become bankrupt; I say positively that it would become 
bankrupt as certainly as that night follows day. This I 
will prove. 


CHAPTER VI 
PROFESSOR FISHER’S MAD DOLLAR (Continued) 


HE New Standard Dictionary defines stability and 
standard as follows: 

Stability—‘‘the quality or character of being steady or 
constant, steadiness, firmness.’’ 

Standard—'‘any measure of extent, quality or value 
established by law or by general usage or consent.’’ 

‘*Onr dollar,’’ says Professor Fisher, ‘‘is now simply 
a fixed weight of gold—a unit of weight, masquerading as 
a unit of value. A twentieth of an ounce of gold is no more 
truly a unit of value or general purchasing power than a 
pound of sugar or a dozen of eggs. It is almost as absurd 
to define a unit of value, or general purchasing power, 
in terms of weight as to define a unit of length in terms 
of weight.’’ 

This statement is utterly untrustworthy. Furthermore, 
it betrays surprising confusion of thought. 

What our dollar is now is perfectly clear. It is the 
purchasing power of 25.8 grains of gold of a specified fine- 
ness, It is just this and nothing else because the law 
makes it so by requiring that 25.8 grains of gold of a 
specified fineness be used in minting every dollar’s worth 
of gold coin, or be deposited in the Treasury of the United 
States for the ultimate redemption of every dollar’s worth 
of gold certificates issued. For exactly the same reason 
it is a true unit of value, whereas a pound of sugar or a 
dozen of eggs is not a unit of value at all. 

That our gold dollar is a true standard of value is ob- 
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vious. The one mark by which to identify any standard 
of measure ‘‘ of extent, quality or value ’’ is that it has 
been ‘‘ established by law, or by general usage or consent.”’ 
There is no other way to establish any standard, nor has 
there ever been any other way in the history of civiliza- 
tion. 

Professor Fisher’s statement that our dollar at present 
is a unit of weight is inaccurate. It has nothing whatever 
to do with weight except in respect to gold of a specified 
fineness. Attempt to use practically the gold dollar as a 
unit of weight to weigh anything in the world, except 
gold of a specified fineness, and the distortion in Professor 
Fisher’s statement immediately becomes apparent. 

So much for our standard gold dollar as it is at the 
present time. Now what does Professor Fisher propose 
to do with it? 

‘‘The problem before us,’’ says he, ‘‘is to retain gold as 
a good medium and yet to make it into a good standard; not 
to abandon the gold standard but to rectify it; not to rid 
ourselves of the gold dollar but to make it conform in 
purchasing power to the composite or goods dollar.’’ 

If this statement means anything it proposes the estab- 
lishment of a new unit df value, the commodity dollar, 
by making that dollar our standard. Certainly we could 
not have two different dollars, if the term ‘‘dollar’’ is to 
have any definiteness at all as a unit of value. The dollar 
must be an exact means of measuring, at all times, rela- 
tionships of other things to the money standard for the 
purpose of arriving at what we call price. These relation- 
ships are constantly changing. This is their nature. The 
fact that at one time more potatoes, or flour, or anything 
else can be bought for a dollar than at another, does not 
necessarily mean that anything is wrong with the dollar. 
The very purpose of a unit of value is to measure the 
different relationships at those various times, 
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For some reason Professor Fisher hesitates to say this 
clearly, but vaguely he realizes it is true, nevertheless; for 
in spite of the fact that he talks about two different dol- 
lars, the gold dollar and the commodity dollar, as if under 
his plan they could both exist as standard units of value 
in some unknown way, he does say, ‘‘the problem before 
usis * * * not to rid ourselves of the gold dollar but 
to make it conform in purchasing power to the composite 
or goods dollar.”’ 

Now there is only one way in which one unit of meas- 
ure can conform with another unit of the same measure; 
it must be the same thing. A foot, for example, conforms 
with a foot only because it is a foot; and so with a pound 
or any other unit of measure. And a gold dollar can be 
made to conform with the commodity dollar only by mak- 
ing it equivalent to the commodity dollar, whereupon its 
identity as a ‘‘gold dollar,’’ so far as measuring value is 
concerned, vanishes. It becomes simply a dollar, the pur- 
chasing power of which is established by the unit of value 
—the commodity dollar—to which it was made to conform. 

It is clear, then, that Professor Fisher is offering us a 
new unit of value, the commodity dollar, and that this 
dollar can be the only standard dollar under his plan. 

The purchasing power of this commodity dollar must be 
established by a law defining exactly what it is, just as 
the purchasing power of the present gold dollar was estab- 
lished by law which defines it as 25.8 grains of gold of a 
specified fineness. Professor Fisher ridicules the method 
employed to define the present gold dollar. 

**Tt is almost as absurd,’’ says he, ‘‘to define a unit of 
value, or general purchasing power in terms of weight as 
to define a unit of length in terms of weight.’’ 

Professor Fisher cannot have considered what he says. 
To define a unit of length in terms of weight is not at 
all absurd. It can be done with great accuracy. One 
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might, for example, define a yard as the length of a cer- 
tain weight of gold wire drawn to a specified fineness. 
To define a unit of one measure in terms of another is not 
at all uncommon. This method is, in fact, the very basis 
of the metric system of measurement, considered the best 
and most scientific system of measurement ever devised. 
The kilogram was originally defined as the mass of a 
eubic decimeter of water at its maximum density; and 
this maximum density, again, ig defined as water at a cer- 
tain temperature. And, to go a step farther, the entire 
method of measuring temperature by degrees is arrived 
at by taking as fundamental units from which to calculate 
arbitrarily those degrees the temperatures at which water 
exhibits the phenomena of freezing and of boiling. 

But no matter, let us see how Profesor Fisher defines 
his commodity dollar. 

‘*For instance,’’ says he, ‘‘we might imagine a composite 
commodity dollar consisting of 2 board feet of lumber; 
1/20 of a bushel of wheat; 1/2 of a pound of meat; 30 
pounds of coal; 1 pound of sugar; 1 ounce of butter; one 
egg; 1/100 of a pair of shoes, etc.’’ 

Can he be arguing that the absurdity of using weight to 
define our present gold dollar becomes profundity by using 
in addition to weight, length and several other kinds of 
measurement to define his commodity dollar? 

As Professor Fisher urges the adoption of his plan by 
law we are forced to conclude, no matter what mental con- 
fusion there is behind his words, that he proposes a new unit 
of value which shall be called a dollar, just as the present 
unit is called a dollar, and that this new unit shall replace 
the present unit and be made a standard by law. Because 
this new unit of value is composed of goods or commodities, 
therefore, those goods or commodities ought to replace gold 
as our standard. 
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But would they do so if the plan were adopted? They 
would not; and this odd dissimilarity from the result of the 
legislation that defines our present dollar and makes gold 
our present standard, undoubtedly is what Professor Fisher 
means when he estates that part of the problem is ‘‘not to 
abandon the gold standard but to rectify it.’’ This curious 
difference, without doubt, Professor Fisher believes is the 
crowning excellence of his plan. This conspicuous distinc- 
tion marks its radicalism; and, as I will show, it is 
just this conspicuous distinction that reduces his plan 
to absolute absurdity. 

The law which makes our present dollar a unit of value, 
and gold our standard requires that 25.8 grains of gold of 
a specified fineness either enter into every dollar of gold 
coin minted, or be deposited in the Treasury for every 
dollar of gold certificates issued. Professor Fisher would 
have a law adopted that would abolish all gold coin, but 
would require that a quantity of gold, differing in weight 
at different times, should lay on deposit in the Treasury 
for every doilar’s worth of commodity certificates issued. 
Observe that the law he advocates would require, not that 
the aggregate of fixed quantities of commodities which are 
his commodity dollar be deposited for each dollar’s worth 
of certificates, but that the measure in gold of the pur- 
chasing power of that aggregate be deposited ; which meas- 
ure is to be determined by weight in accordance with a 
varying index number of prices. 

Now that which is deposited in the Treasury for the 
ultimate redemption of any certificate must put the true 
value on that certificate. Nothing else can. As gold 
would be deposited under Professor Fisher’s plan, 
gold would fix the value of his commodity dollar certificate, 
and hence of everything else just as it does today. The 
commodity dollar itself could not fix the value of that cer- 
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tifleate because the aggregate of fixed quantities of com- 
modities which constitute it is deposited nowhere for re- 
demption. Those commodities are, in fact, consumed. 

The amount of gold representing a commodity dollar 
certificate at various times would be nothing but the price 
at those various times of the aggregate of the fixed quan- 
tities that is called the commodity dollar. In other words, 
the commodity dollar would be no more than a kind of 
index of the purchasing power of gold, the number of this 
index at different times being based upon the weight of gold 
representing the price of the aggregate of commodities mak- 
ing up the commodity dollar. 

If Professor Fisher’s plan proposed to do no more than 
establish such an index number for general acceptance in 
economic theory to be used in preparing economic statistics,. 
it might have some value. But he is trying to tell the world 
that this commodity dollar of his would be a real dollar— 
real money—and not merely a term to indicate at different 
times the price in gold of an aggregate of fixed quantities 
of certain commodities. Not only does he insist that this 
mad dollar of his would be a real dollar, but he has con- 
vinced men of standing in business that his fallacy is truth. 
Herein lies the danger of his remedy—its superficial plausi- 
bility. 

So far Professor Fisher’s plan has offered no cure for 
economic evils. It seems to be nothing but an old-time 
patent medicine at best that effects all its curing by sug- 
gestion. Prices will continue to rise and fall, just as they 
have always done, and we shall continue to pay them with 
more or less gold, just as we have always paid them, but 
we won’t say so openly. We won’t admit it. We shall call 
our new standard of value, the commodity dollar, a dollar; 
and be care-free whether our dollar certificate happens to 
represent 25.8 grains of gold in the United States 
Treasury, or an ounce, or a pound, or a ton. A number of 
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European countries—Russia, for example—appear to have 
currencies of this sort already. 

Professor Fisher tells us that his plan would provide a 
stable dollar—one that always has the same purchasing 
power. As he also tells us that this dollar would be repre- 
sented at different times by different weights of gold, we 
must presume that these different weights in the gold repre- 
senting the commodity dollar are no indication of any dif- 
ference in its purchasing power. But he also says, ‘‘I do 
not think that any saneman * * * will deny that the 
weight of gold in a dollar has a great deal to do with its 
purchasing power.” 

The conclusion here is obvious. 

Professor Fisher confuses changes in a standard of meas- 
urement with accuracy of measurement. These, of course, 
are two very different things as the repeated criminal use 
of false weights and measures—no matter what the stand- 
ards of weights and measures in question may be—clearly 
illustrates. 

“Once the yard was defined,’’ says he, ‘‘in a rough and 
ready way, as the girth of the chieftain of the tribe and was 
called a gird. Later it was the length of the arm of Henry 
the First, later the length of a bar of iron in the Tower of 
London, and still later a certain fraction of a more exact 
metal meter in Paris. 

‘“Except the dollar, none of the old rough and ready units 
are any longer considered good enough for modern business. 
The dollar is the only survival of those primitive erudi- 
ties. Imagine the modern American business man tolerat- 
ing a yard defined as the girth of the President of the United 
States! Suppose contracts in yards of cloth to be now ful- 
filled which had been made in Mr. Taft’s administration !’’ 

This, of course, is merely flippant, but it happens to be 
extraordinarily fonny because it is precisely the sort of 
thing that Professor Fisher proposes to do with our money 
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standard. The weight of gold representing his commodity 
dollar would vary monthly in accordance with a varying 
index of prices. 

That his commodity dollar would make gold more un- 
stable than it is now is proved by the simple fact that at 
one time it would require more gold than at another time 
to be given in exchange for a commodity dollar certifi- 
cate. 

That his commodity dollar would be more unstable than 
our present gold dollar is proved by the simple fact that 
it would have to be adjusted monthly in accordance with a 
varying index of prices. 


CHAPTER VII 
PROFESSOR FISHER’S MAD DOLLAR—(Concluded) 


OW I take up the task of proving my second conten- 

tion, that Professor Fisher’s plan fails altogether to 
take into account a simple, fundamental truth, and for that 
reason becomes at once a glaring absurdity madder than 
any monetary fad foisted into public consideration in all 
history. 

‘*The abolition of gold coin,’’ says he, ‘‘would make no 
material change in the present situation. Gold would, just 
(as) at present, be brought by the gold miner to the mint 
or the assay office or other government depository, and he 
would, just as at present, receive paper tokens or yellow- 
backs in return. This sale of gold to the Government for 
yellowbacks—that is, this free deposit—is really the essence 
of the so-called ‘free coimage.’ It is thus that gold gets 
into circultation, through its representatives, the yellow- 
backs. 

**Moreover, the gold in the Treasury would serve, just as 
at present, for the redemption of the gold certificates. The 
jeweler or gold exporter, would, just as at present, obtain 
gold for his purposes by exchanging yellowbacks for gold 
at the Treasury.’’ 

Understand clearly that every dollar’s worth of gold that 
the government would acquire under the Fisher plan would 
be acquired by purchase, just as at present. No new method 
is suggested by which the government would get its gold. 
That gold must be purchased, just exactly as it is purchased 
now by giving certificates in exchange for it. 

The purchase of each dollar’s worth of gold would be 
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consummated when the government gave a commodity 
dollar certificate for that dollar’s worth of gold. The weight 
of the gold in each dollar’s worth would be the weight of 
gold that measured the purchasing power of the commodity 
dollar at that time; it would be the weight that had been 
established by the Secretary of the Treasury in accordance 
with the index number of prices at the time of the last 
monthly adjustment. It might be 25.8 grains; it might be 
26 grains or only 24 grains. 

This incident to the plan must be understood without 
possibility of mistake. Certainly to comprehend it, read 
the same explanation in Professor Fisher’s own words. 
Read it with great care, for a shock of surprise, even to 
stupefaction, is close ahead. 

‘**Tf gold thus circulated only in the form of paper repre- 
sentatives,’’ says Professor Fisher, ‘‘it would evidently be 
possible to vary at will the weight of the gold dollar with- 
out any such annoyance or complication as would arise from 
the existence of coins. The Government would simply vary 
the quantity of gold bullion which it would exchange for a 
paper dollar—the quantity it would give or take at a 
given time. Ag readily as a grocer can vary the amount 
of sugar he will give for a dollar, the Government could 
vary the amount of gold it would give for a dollar. Today 
the Government will give 25.8 grains of gold bullion to the 
jeweler or gold exporter for each dollar of certificates he 
pays in; next month it might give 26 grains or only 24.’’ 

Observe the puerile assumption which underlies this 
statement; that the government hag an inexhaustible supply 
of gold. 

How otherwise can the government give a commodity 
dollar certifieate—or any other kind of certificate—for 24 
grains of gold, and then turn about and buy back the same 
certificate for 26 grains? 

How can it repeat this operation indefinitely, losing two 
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grains of gold on every commodity dollar’s worth of gold 
that comes into and goes out of the treasury ? 

How are these losses to be paid? 

Where is the gold coming from? 

Or does Professor Fisher presume that men would scorn 
to take advantage of the government; that never would they 
exchange commodity dollar certificates with the Treasury at 
such times and in such a way as to make a profit at the 
government’s expense? A better understanding of the 
force that underlies every economic activity—what I have 
called the speculative foree—would enlighten him. 

Can the grocer readily vary the amount of sugar he will 
give for a dollar? Not in the way that Professor Fisher 
intimates, if the grocer hopes to remain in business. Cer- 
tainly he cannot continue to sell sugar below its cost, unless 
he has an inexhaustible fortune with which to carry on such 
philanthropy. 

Is it to be presumed that business men, utterly devoid of 
education in political economy, are also so devoid of com- 
mon sense that they will not exchange their paper certifi- 
cates for gold when the government is paying 26 grains for 
each commodity dollar certificate, and again exchange their 
gold for certificates when the government is paying a com- 
modity dollar certificate for each 24 grains of gold? 

Is it to be presumed that great financiers, with years of 
training in stock market transactions, will suddenly forget 
the simple secret of their success; and fail to sell paper 
dollars to the government when those paper dollars are 
dear, and to buy them back again when they are cheap? 

And let it be remembered that Professor Fisher’s theory 
of money, or the one which he accepts,—that increase in 
money circulation makes higher prices and vice versa— 
goes to prove that a continual rise and fall in the value of 
paper dollars would be as certain as that 2 and 2 equal 4. 
Every exchange of gold to the government for paper would 


60 SPECULATION 


increase the amount of money in circulation, and prices 
would rise (hence the commodity dollar would then have 
to be readjusted by increasing the weight of geld for which 
it would be exchangeable), and every exchange of paper to 
the government for gold, to be hoarded temporarily by 
financiers, would decrease the money circulation, and prices 
would fall (hence the weight of gold for which the com- 
modity dollar would be exchangeable would have to be 
decreased at the next monthly readjustment). 

Ts it to be presumed that those who mine gold would sell 
it to the government only when the commodity dollar’s 
purchasing power was high, and when they would get for 
a certain weight of gold fewer commodity dollar certificates 
than they could get at another time, when the commodity 
dollar’s purchasing power was low? Any newsboy will cor- 
rectly explain that those who bring gold forth from the 
earth would sell it to the government only when they were 
satisfied with the number of dollar certificates that a cer- 
tain weight of gold would bring. Whenever the number 
of certificates, as established by the Secretary of the Treas- 
ury as the proper exchange for a certain weight of gold, 
did not seem sufficiently large, the mine-owners would hold 
their gold for a better price in certificates ; and by that very 
holding would aid in bringing a better price about. 

Finally would come a time when they would not exchange 
a certain weight of gold for any number of certificates—no, 
not for all the certificates the government could print, 
because the certificates would be worthless. The govern- 
ment would be bankrupt. 

I think the truth of my third contention in regard to 
Professor Fisher’s plan is now apparent. Can there be any 
doubt that if his scheme were adopted financial chaos would 
ensue? Can there be any doubt that ruin would follow? 
And ean there be any doubt that this ruin would be worse 
than mere bankruptcy ? 
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Let me illustrate by example. Suppose Professor Fish- 
er’s plan to have been adopted by law, and that at the time 
of its adoption the commodity dollar was the same as our 
dollar today. That is, it represented 25.8 grains of gold 
bullion deposited in the Treasury of the United States. 
Suppose also that the total amount of gold in the govern- 
ment vaults was 25,800,000,000 grains (it makes no differ- 
ence to the force of the example what the amount is). 
Against this 25,800,000,000 grains of gold the government 
has issued 1,000,000,000 dollars of commodity dollar cer- 
tificates, every dollar of these certificates being represented 
by 25.8 grains of gold, in accordance with the index number 
of prices prevailing at the time the law was adopted. 

Now the index number of prices will fall or rise directly 
in relation to a decrease or increase in the amount of money 
in circulation. This is part of the theory of money which 
Professor Fisher accepts, and, if it is correct, just what that 
index number of prices will do lies entirely within the con- 
trol of the great financiers. To make it fall all they have 
to do is to convert their certificates into gold, and store that 
gold away for the sunshiny day that will come later. 

This is exactly what they do, of course. Now presume 
that every commodity dollar certificate has been exchanged 
at the Treasury for the 25.8 grains of gold which it repre- 
sents. What is the result? 

The taking of this enormous volume of certificates out of 
circulation is bound, according to the money theory that 
Professor Fisher actepts, to reduce prices; that is, to lower 
the index number of prices. Now the government, in accord- 
ance with Professor Fisher’s plan, must announce that the 
weight of the gold represented by a commodity dollar has 
changed. It is no longer 25.8 grains. Presume that now 
it is only 24 grains, 

The sunshiny day is here. The great financiers get out 
all the gold they had stored away and change it back into 
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certificates. They do not have to hurry about it. Plenty 
of time is given them, for Professor Fisher’s standard com- 
modity dollar is regulated only once a month. None of the 
haste is necessary which sometimes is imperative in stock 
market transactions. 

What is the result of this exchange? 

Why, now the government has all the gold back again, 
but outstanding against the 25,800,000,000 grains are 1,075,- 
000,000 dollars of certificates, instead of only 1,000,000,- 
000 dollars worth; for one dollar of certificates had to be 
given for every 24 grains of gold taken in. With nothing 
beyond printing presses and paper the government has sud- 
denly increased by 75,000,000 the number of standard, 
stable commodity dollars in existence. Behind every dollar 
of the certificates is the proper weight of gold that measures 
and represents the commodity dollar. 

But what has this sudden increase in the amount of 
money in circulation done? Why it has, of course, as Pro- 
fessor Fisher can prove by the theory of money which he 
accepts, boosted prices up again. Let us suppose that the 
index number of prices now rises sufficiently to require the 
measure of the commodity dollar to be changed at the next 
regular monthly adjustment from 24 grains of gold to 26. 

The day is at hand again, but this time it is not sunshiny 
for everybody. Now the great financiers must move with 
more speed than they ever had to use in buying or selling 
on the stock exchange. We can imagine the long lines at 
every bank in the country, for by this time the people 
generally have learned what the financiers saw instantly. 

Cashiers and tellers work overtime. Every person in 
every line at every bank in the country is there for but one 
purpose—to exchange all the commodity dollar certificates 
he has into gold. Every dollar of these certificates is said 
to be worth 26 grains of gold, but long before all the men 
and women in the lines have reached the pay-windows, those 


PROFESSOR FISHER’S MAD DOLLAR 63 


windows have been closed. The banks have been closed. 
Angry mobs demand gold for their certificates, but the gov- 
ernment is bankrupt. It has no more gold. It has paid 
out gold for certificates at: the rate of 26 grains for every 
commodity dollar until it has cashed 992,307,692 dollars of 
certificates; it has paid out all of its 25,800,000,000 grains 
of gold, with the exception of a few paltry grains which 
represent less than a single one of those commodity dollars 
so strongly advocated as true monetary units by Professor 
Fisher, his associates and his other adherents. 

All that is left in the Treasury are a few grains of gold; 
and there remain to be cashed 82,692,308 commodity dollars 
of certificates. 

It seems incredible that the inventor of this mad plan 
could not see to what its adoption would inevitably lead. 
We are told that ‘‘it is not an overnight inspiration, but the 
result of years of study and of open discussion.’’? Involun- 
tarily we recall De Quincey’s denunciation of ‘‘the whole 
academy of modern economists’’ in his day. 

Let me bring this analysis to a close by summarizing, first 
quoting from Professor Fisher’s summary of his own article. 

‘“This plan,’’ says he, ‘‘would put a stop, once for all, 
to a terrible evil which for centuries has vexed the world, 
the evil of dislocating contracts and monetary understand- 
ings. All contracts, at present, though nominally carried 
out, are really tampered with as truly as if false weights 
and measures were used for delivering coal or grain. Busi- 
ness, now periodically disturbed by the pranks of our mis- 
chievous dollar, would be put on a securer foundation than 
ever before; for the greatest and most universal uncer- 
tainty or gamble, all the more disastrous because unseen— 
the gamble in gold—-would be removed.’’ 

I may suggest that coal and grain are measured, not de- 
livered, by weights and measures, whether those are false 
or true. My own summary follows: 
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First, Professor Fisher’s plan would neither stabilize gold 
nor stabilize the dollar. It would make both more unstable 
than they are now. 

Second, the whole plan, as presented in Professor Fisher’s 
article, is a tissue of faulty reasoning, filled with evidence 
of confusion of thought and marked by illogical contradic- 
tions and frequent misuse of ordinary terms. It is not 
even a clear presentation of an unscientific delusion. 

Third, Professor Fisher’s plan, because it neglects to take 
into account a simple, fundamental truth, becomes the mad- 
dest theory for monetary regulation ever advanced, and 
deserves classification with those theories which have already 
made the finances of Russia an orgy. If it were adopted 
by this government it would plunge the country into chaos 
that ultimately would result in bankruptcy ; it would drain 
the Treasury of every dollar’s worth of gold, and most of 
this gold eould easily pass, directly and indirectly, into the 
coffers of a foreign and perhaps inimical government, with- 
out any return for it whatever. 

Professor Fisher closes his summary and article as 
follows: 

‘‘The more the evidence in the case is studied the deeper 
will grow the public conviction that our shifting dollar is 
responsible for colossal social wrongs and is all the more 
at fault because these wrongs are usually attributed to other 
causes. When the intelligent public who can apply the 
remedy realize this, action will follow and we shall secure 
a boon for all future generations, a true standard for con- 
tracts, a stabilized dollar.’’ 

I shall conclude my own summary by merely saying that 
Professor Fisher’s remedy—the boon he offers to ourselves 
and future generations—would lay bare this government 
and eountry, stripping it of every means of defense, to the 
vultures of the world.* 


*See Appendix A. 


CHAPTER VIII 
THE CO-OPERATIVE MOVEMENT 


AVING examined as rapidly as its nature would per- 

mit, one wild scheme of what may be called a small 
cult of economic irrationalists, I shall now take up another 
quite as absurd proposal which comes, however, from a 
large class. As this latter scheme is a vast co-operative 
machination I shall, before dealing with it specifically, say 
something of the co-operative movement in general, so that 
the reader may have well in mind a few simple principles 
for application to the particular proposition, when it comes 
under his investigation. 

‘*To co-operate’’ is defined in the Century Dictionary as 
“to act or operate jointly with another or others to the 
same end,’’ but as the word has come to be used in connec- 
tion with ‘‘co-operative societies’’ it has lost its original 
and true implication. 

Co-operation is, of course, the basic principle of the 
entire universe. In this broadest sense it is the contin- 
uous, concurrent operation of natural laws, all of which 
assist in perfecting unity. 

The spirit pervading all business, which at its best is but 
a courteous expression of selfishness, may be worded in a 
homely phrase, ‘‘You help me; and I'll help you.’’ This 
is practical co-operation, brought about by the primary 
force working throughout organic nature, which is called 
self-preservation. But as ‘‘co-operation’’ is misused in its 
modern sense, it becomes merely a name for concerted class 
activity. 
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The fundamental principle of all business is wonderfully 
well stated in a great natural law which has been expressed 
as follows: 

‘A given individual or species gives to other individuals 
or species as much aid as is necessary for the given indi- 
vidual or species to aceomplish its own ends.’’ 

This perfectly defines successful co-operation in business, 
and gives the sound reason for it. 

Class business schemes which are called ‘‘ co-operative ”’ 
are not, however, in accord with this law. They seek to 
accomplish their own ends without giving to others the aid 
that is necessary to effect that accomplishment. A produc- 
ing class, for example, does not wish to co-operate with a 
salesmaking class in order to distribute its product; it 
wishes to do the selling itself, as well as the producing, and 
thus secure the additional profits which properly belong to 
the distributing class. 

This is not co-operation. 

“Does the sun,’’ says Marcus Aurelius, ‘‘undertake to 
do the work of the rain, or Aesculapius the work of the 
Fruit-bearer? And how is it with respect to the stars, are 
they not different, and yet they work together to the same 
end?’’ 

And again he says: 

‘‘For we are made for co-operation, like feet, like hands, 
like eyelids, like rows of the upper and lower teeth.’’ 

Each of these parts of the human body performs its own 
function and no other, thus co-operating with the rest. 

The man who cuts down a tree, seasons the timber, carves 
it into toys, paints them and peddles them from door to 
door represents primitive business; and a class of men who 
try to agglomerate within themselves as a class so many 
diverse activities, indicate their retrogression from modern 
business development, and, therefore, their liability to suffer 
financial loss. 
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With the toy-maker, if his carving is good, he will prog- 
ress farther if he devotes himself exclusively to that and 
lets others hew the timber and sell his toys. Time does not 
mold such aphorisms as ‘‘Jack of all trades, master of 
none’’ without packing into them much practical wisdom. 

An important part of Herbert Spencer’s ponderous defi- 
nition of evolution is the continual change from ‘‘incoherent 
homogeneity into coherent. heterogeneity.’’ This same con- 
tinual change wrought by evolution in the business world, 
is no more nor less than the constantly increasing division 
of labor, the progress towards ever more intense specializa- 
tion. 

This has advanced beyond all power of estimation since 
Adam Smith in the ‘‘ Wealth of Nations’’ wrote: 

‘‘This division of labor, from which so many advantages 
are derived, is not originally the effect of human wisdom, 
which foresees and intends that opulence to which it gives 
occasion, It is the necessary, though very slow and gradual, 
consequence of a certain propensity in human nature which 
has in view no such extensive utility; the propensity to 
truck, barter and exchange one thing for another.’”’ 

‘*Co-operation’’ so-called, then, wherein a class concen- 
trates to act in unison for the purpose of aggregating to 
itself activities which are the livelihood of other classes, is 
not co-operation at all. It is merely that old, old effort, 
appearing in disguise like the wolf in sheep’s clothing, to 
stifle competition. 

To conditions that preclude competition—that word be- 
ing used in its most comprehensive sense—may be ascribed 
much of the injustice that blots the history of the world. 
Nepotism in Rome, favoritism under medieval monarchs 
and political preferment in modern republics are names 
that dodge the blunt truth of accurate epithet. Every one 
of them is only a euphemistic term used to polish up the 
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ugly unfairness of conferring benefit without regard to 
merit —the elimination, in a word, of competition. 

Only by competition can society secure for every one of 
its members an equal chance. It is for this reason that 
modern government constantly lays more and more stress 
on civil service, and with increasing frequency makes the 
granting of appointments dependent on competitive exam- 
inations. This is competition, and this is what society as 
a whole wants. 

At all times, however, the selfish interests of individuals 
conflict with the general interests of society as a whole. 
Therefore there is a constant struggle on the part of almost 
every individual for an advantage. This is natural, and 
only by open competition can such a struggle be made fair 
for all, and give to society the best results. 

In that great portion of economic activity which is called 
business, the necessity for competition is most obvious. By 
competitive buying and competitive selling—and only by 
these—can prices be fairly reached for the greatest good 
to the greatest number. 

And as it is competition which protects society as a 
whole from individual depredations, society should always 
view with alarm any proposal of a method that tends to 
eliminate competition. Not only should society do this, but 
ultimately it always does do it, being actuated by the great 
natural law of self-protection. 

Some years ago ‘‘trusts’’ rose to supreme power in the 
business world. They were a means of killing off compe- 
tition, to the great benefit of certain individuals, but at 
the expense of society as a whole. Eventually society awoke 
to the harm that was being done to it; and innumerable 
anti-trust laws were enacted. 

At the present time the co-operative movement spreading 
over the country and working into many different lines of 
business, like the ‘‘trusts,’’ aims at stifling competition. 
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But, as so often is the case when any new political or busi- 
ness movement that requires public support is under way, 
the co-operative movement makes its appeal for aceeptance 
as a new idea, emotionally, on the plea of ‘‘help one an- 
other.’’ 

Talk of putting the golden rule into business is usually 
rather silly hypocrisy. The effort has never got very far 
beyond the lecture platform. Nor is it likely to get any 
farther because of the necessarily selfish nature of business. 
When civilization, with the aid of christianity, has not been 
able to put the golden rule into business, to pretend that 
some new method will do it by mere force of names is to be 
over sanguine, to say the least. 

Farthermore, all the golden rule that there is about the 
co-operative movement is that which exists among the co- 
operators alone, It is invoked by them just as it might be 
by the stockholders in a corporation, bent on making more 
money for themselves quite regardless of anyone else. 

The fondamental purpose of the co-operative movement 
is exactly the same as the fundamental purpose of the 
‘‘trust.’? It is greatly to increase profits by forming a 
monopoly which can strangle competition—the more power- 
ful the monopoly, the better. This is the reason that the 
co-operative movement can never be supremely successful 
on a really large seale during any long period. It conflicts 
with the best interests of society as a whole. 

Men well informed in economics are perfectly familiar 
with this and, therefore, are not disposed to consider the 
co-operative movement seriously. But this attitude of mind 
is a mistake. Even if a great class movement cannot ulti- 
mately succeed, nevertheless if those who take part in it 
believe that it can succeed, and sincerely do all in their 
power to make it succeed, they may do much harm to them- 
selves and to business generally before they become con- 
vineed that the new scheme must inevitably fail. 
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“‘A belief or feeling,’’ says Edward Augustus Freeman, 
the historian, ‘‘ which has a practical effect on the conduct 
of great masses of men, sometimes on the conduct of whole 
nations, may be very false and very mischievous; but it is 
in every case a great and serious fact, to be looked gravely 
in the face. Men who sit at their ease and think that all 
wisdom is confined to themselves and their own clique may 
think themselves vastly superior to the great emotions 
which stir our times, as they would doubtless have thought 
themselves vastly superior to the emotions that stirred the 
first Saracens or the first Crusaders. But the emotions are 
there all the same, and they do their work all the same. 
The most highly educated man in the moat highly educated 
society cannot sneer them out of being.’’ 

It is worth while, then, to examine dispassionately the 
co-operative movement. 

First, there is to be noted the distinction between co- 
operative societies which are formed for the purpose of 
buying, and those which are formed for the purpose of sell- 
ing. These two great classes correspond to the two great 
objectives of all business. One of the classes includes all 
those societies which are formed for the primary purpose 
of buying to better advantage than an individual can buy; 
the other includes those societies formed for the primary 
purpose of selling to better advantage than an individual 
can sell. 

In considering any co-operative society the first mental 
act should be the proper classification of the society in one 
of these two divisions. The reason for this is that buying 
and selling are opposites, and contemplate very different 
economic data in their fulfillment. 

In the business world—which means practically, in civil- 
ization—there is just one thing that is always in utmost 
demand. No matter how much of this, or how little of it, 
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an individual or a class has, the demand for more does not 
abate. This is a rule with rare exceptions. This one thing, 
always in great demand, is, of course, money. 

A buyer, therefore, is always in a very different position 
from a seller. His money is always in demand; and a co- 
operative society organized to purchase for its members has 
a very real power to wield and, consequently, an oppor- 
tunity to gain advantages for its members. 

This power is not at all due to the number of members 
of the society, but solely to the amount of buying power 
which the society can wield. Here, as elsewhere, it is 
money, not theory, that talks. 

The standard example of a successful co-operative society 
is the Rochdale Society of Equitable Pioneers, founded in 
England in 1844 by twenty-eight Lancashire weavers to 
conduct a store for supplying themselves with provisions. 
At first they bought only sugar, flour, butter and oatmeal 
to sell to themselves at retail. 

This society was successful and became a model for 
others in many parts of England and the continent. Ob- 
serve that this society belongs in the first classification— 
that is, it was formed to gain its advantage for its members 
through buying. It grew up from a small beginning, just 
as most successful businesses grow. 

In the United States, ‘‘co-operation’’ had made compara- 
tively small progress until recently. Various co-operative 
societies were formed in this country between 1845 and 
1855, but a bulletin of the Department of Labor issued in 
1896 says that ‘‘none survive.’’ 

Since then, however, there has been a marked tendency 
to form co-operative societies. Moreover, the largest of 
these are of the second class—that is, for selling or market- 
ing products, especially of an agricultural nature, 

Now the essence of the strength presumed to lie in co- 
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operative societies of both classes must express itself in 
restraint. That is, co-operative buying, by being withheld 
when that seems advisable, gets its market advantage in 
lower prices. In co-operative selling, or marketing, the 
withholding of the commodity in question from the market, 
when that seems advisable, is counted upon to secure higher 
prices. 

There is a great difference, however, between artificially 
withholding buying power and artificially withholding com- 
mInodities from coming upon the market. In the former 
case, the withholding can never result in much worse than 
the effect of stringent economy on the part of the society. 
This in itself might not be an evil to the society, although 
the artificial withholding of buying power would he a fail- 
ure to co-operate with business in general. 

But when a co-operative marketing society withholds a 
commodity, especially an agricultural product, from the 
market to force higher prices, it may be setting in on a 
course of economic evil which not only will work harm to 
consumers in general, but may eventually ruin the co- 
operators themselves. 

This is s0 because the important time to withhold a com- 
modity and market it slowly is, obviously, after a big crop 
of it. But if prices are artificially forced higher after har- 
vest, in the time of big supplies when prices should natur- 
ally be lower, such higher prices at that time will undoubt- 
edly restrict consumption. Finally the society will come 
around to another harvest with a huge surplus on hand. 

In order to maintain prices at a high level, it is apparent 
that the temptation will be strong to destroy vast stores of 
the commodity in question. The society, to secure its im- 
mediate ends, will not continue to carry a surplus which 
may grow even larger. It may seem to be a wise policy to 
destroy this surplus, although such destruction must have 
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the same debilitating effect eventually on the country at 
large, as destruction of wealth in any other way—by war, 
for example. 

This very economic crime—the destruction of a surplus 
of food if necessary to maintain high prices—was openly 
discussed with all seriousness in at least one so-called farm- 
ers’ organ, when a new grain marketing co-operative society 
was being organized in 1921. 

At bottom, as is perfectly self-evident, co-operative mar- 
keting is based solely on the theory of monopoly. Twenty 
years ago the ‘‘trusts’’ were being bitterly attacked for this 
same evil. Today vast schemes to build up worse monopo- 
lies appear in new form. 

The ‘‘trusts’’ were successful because they had enormous 
capital to work with—because they could undersell at a loss 
to themselves weaker competitors, until the latter were 
forced to retire from the field. 

Co-operative societies hope to accomplish the same end, 
in many cases without any capital at all. Herein lies their 
business weakness and their utter impracticability. Their 
members expect to make profits from the start, and at the 
same time build up a monopoly. They want to eat their 
cake and have it too. 

This is one of the reasons, undoubtedly, why co-operative 
marketing has not yet been successful on any large scale. 
I quote the Encyclopedia Americana (1920): 

‘*Experience seems to show that where articles are pro- 
duced to order and not for the general market co-operative 
production may succeed, but that these enterprises fail when 
they are confronted with the difficulty of adjusting the 
supply to variations of the market demand.”’’ 

To sum up, then, co-operative societies on a large scale 
are practically without exception merely forms of business 
activity in which the speculative force in the organizers 
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and members expresses itself in an attempt to make unjust 
profits by monopolistic methods. Most of these societies 
are pushed ahead by faith in what are called ‘‘new ideas.’’ 
These ‘‘new ideas’’ are new in name only. They are the 
old predatory ideas which have existed since the world 
began, but because they promise extraordinary profits to 
persons who are not in a large way successful in business, 
they are eagerly believed in by many who think that at 
last they discern a means of getting rich quickly. 

The very bitterness with which co-operative societies so 
often decry corporations is, perhaps, one of the most humor- 
ous results of the childish reasoning of their organizers; 
for it must be obvious to everyone that a corporation is noth- 
ing but a means for co-operation in the use of capital, which 
long experience has devised. Nevertheless, many a man 
who would never think of investing any part of his savings 
in the stock of a corporation conducting successfully a chain 
of stores—stock which is bought and sold on a regular 
exchange where its value is recorded from day to day—will 
eagerly put all of his savings into a co-operative society 
organized to conduct just such a chain of stores with the 
avowed purpose of destroying the business of the corpora- 
tion. No matter what fine sentiments he offers as the reason 
for his selecting the co-operative society in which to invest 
his money instead of the successful corporation, his action 
in doing so tells conclusively that he made the choice because 
be believed that thus he would secure much larger returns 
for his capital. 

Such a co-operative society is rather like a brave David 
going out against Goliath, but lacking a stone for his sling. 
When it collapses, exhausted by its own impotent exertions, 
its hundreds of members begin dimly to perceive that even 
the most intense faith must be backed up by sane deeds 
to win success, 

The sadness of the failure of co-operative societies—even 
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presuming that the organizers sincerely believed they could 
succeed—lies in the character of the members who lose their 
savings, many of whom often are women who have invested 
their little all in the belief that they have provided a com- 
petence for old age. 


CHAPTER IX 
THE UNITED STATES GRAIN GROWERS, INC. 


INCE John Law in 1717 projected in France the Mis- 

sissippi bubble there has not been, I affirm without 
hesitation, any such mad scheme actually promoted on 
a large scale as the United States Grain Growers, Incor- 
porated. This co-operative society deserves a place 
beside the Fisher commodity dollar on the very high- 
est pedestal of economic absurdity; but because it has 
actually been organized, because within eight months 
after ita incorporation it had secured a membership of 
more than 35,000, because it aimed to make a monopoly 
of grain production, and because it fostered class ani- 
mosity and served as the nucleus for the political aggran- 
dizement of demagogues and radical agaitators, it was, 
in its conception, a far more dangerous stimulus to 
economic hallucinations. 

I am well aware that an unobserving reader is apt 
to say that I exaggerate—that it would be impossible 
to form such an organization and collect hundreds of 
thousands of dollars from farmers if the scheme were 
so wild a one. Such a reader would say this, perhaps; 
that is why I call him unobserving. He has forgotten how 
Ponzi of Boston gathered in millions on the promise of 
making more millions out of nothing; he has lost sight of 
the recent history of the State of North Dakota; he does not 
remember the collapse of a great co-operative society that 
appeared to be most successful; a hnndred get-rich-quick 
fiascos have slipped through his memory without leaving a 
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trace. He does not discern that all of them are founded on 
those never failing traits of human nature which make 
the confidence man successful — greed, love of mystery 
and stupidity. 

Were you to go to one of the leading dry-goods mer- 
chants in this country with a prospectus for founding a 
sound dry-goods business in some city with which he 
was familiar, he probably would give you scant attention. 
He would think that he knew more about the opportuni- 
ties offered by such a venture than you. But should you 
approach the same man with a plan for extracting 
gold from scoriae strewn by volcanos upon the Andes, 
you probably would get his attention; and, perhaps, 
his financial assistance. The very unexpectedness of 
your proposal would appeal to him like romance, if it 
were properly presented. 

The farmer, well aware of the difficulty in deciding 
when and how to sell his products so as to secure the 
top price for them, hails with childish delight the idea 
that the payment of $10 to the United States Grain 
Growers, Inc., and the signing of a mystifying contract, 
will perfect a mechanism that will always thereafter 
gain for him top prices and relieve him from being 
called upon to use what brains he may have. 

The prospectus alone of the United States Grain Grow- 
ers, Inc., is enough to fill a reasoning man with dire mis- 
givings, So sanguine, buoyant and confident it is that 
one’s heart sinks at the thought of the disappointment 
likely to follow on belief in the message it tries to 
convey. One thinks of the faith that moves mountains; 
but remembers that Mohammed had do the moving, not 
the mountain, when it came to a test in his case. 

Let me quote a few paragraphs from the official 
pamphlet of information of the United States Grain 
Growers, Inc. Remember that these words are offered 
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in all seriousness, in this 20th century, as an announce- 
ment of sound, business purpose, and are not a fairy 
tale for children: 

‘(The U. S. Grain Growers, Inc., is a non-stock, non- 
profit association. It will handle and sell grain at cost 
for its farmer members. No one but a farmer can be a 
member, sell grain through it or hold office in it. There 
is no way for any one to make any money out of it 
except the members themselves who grow the grain. 
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“A number of subsidiary companies have been or 
will be formed for handling various lines of business 
eonnected with grain marketing. The first to be organ- 
ized was the Farmers’ Finance Corporation. Export and 
terminal warehousing corporations will come later. Most 
of the capital of these subsidiaries will be obtained by 
selling stock to farmers. The rate of interest on the 
money so invested will be determined by the earnings 
of the companies. The common stock which will be 
held in the treasury of the U. 8S. Grain Growers, Inc,, 
and voted by the directors, will represent the voting 
power. This means that farmer members of the U. S. 
Grain Growers, Ine., will control the subsidiary com- 
panies through their Board of Directors. 

‘‘A highly important subsidiary in its field will be 
the export corporation. This corporation will have 
the task of finding foreign buyers for the exportable 
surplus. At present a number of foreign governments 
operate at great advantage on the grain markets of 
this country because they have concentrated all their 
buying in the hands of one buyer. The export corpora- 
tion will be able to deal with these foreign buyers on 
equal terms. 

‘‘ Not only will the export corporation sell grain to 
existing foreign buyers, but its agents will create new 
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foreign buyers for grain. Our policy in the past has 
been to sell grain to foreign buyers who came over and 
asked for it. In the future we will set up agencies of 
the farmers’ export corporation in every corner of the 
world, going after new business just as aggressively as 
the agents of the International Harvester Company or 
the U. S. Steel Corporation do. The possibilities of 
increasing the foreign outlet for American grain in this 
way are very great. 

‘‘Another subsidiary will be. the warehouse corpora- 
tion. This corporation will provide storage space at ter- 
minals by lease, purchase or by building new terminal 
elevators. At present there is a great excess of terminal 
warehouse space, and it is probable that a sufficient 
amount can be leased at reasonable terms. The ware- 
house corporation will also have charge of cleaning, 
mixing and conditioning grain.’ 

The United States Grain Growers, Inc., this non-stock, 
non-profit corporation, was incorporated in Delaware in 
April, 1921. Its only source of original revenue is from 
memberships sold to farmers, who alone are eligible to 
membership, at $10 each. There are no dues, 

This organization proposes eventually to market the 
great bulk of the grain grown in the United States — all 
of it if possible— according to methods of its own. 
The wheat, corn and oats crops alone in 1921 were worth, 
roughly, $2,870,000,000. 

We have, then, a corporation without any capital 
whatever which proposes to do ‘‘billion dollar business. ’’ 

How? Why simply by borrowing money on the grain 
of its individual members and using that money for the 
purpose of carrying on the corporation’s business, on 
the theory that such business is bound to pay big profits. 

There is a subsidiary corporation, incorporated in 
Delaware in June, 1921, called the Farmers’ Finance 
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Corporation, This is capitalized with $100,000,000 worth 
of preferred stock, carrying no voting privilege, and 
twenty-one shares of stock of no par value which do 
carry the voting privilege. These twenty-one shares 
are to be held, and the voting privileges to be exercised, 
by the twenty-one directors of the United States Grain 
Growers, Inc. 

The $100,000,000 worth of preferred stock, which 
carries no voting privilege, is to be sold to farmers and the 
public generally. 

How simple a matter this appeared to be and how 
readily the whole marketing scheme might be put into 
operation, was glibly set forth by C. H. Gustafson, 
president of the United States Grain Growers, Inc., in 
American Farming for July, 1921. 

‘*Qne hundred million dollars,’? he wrote, ‘‘ seems 
like a tremendous sum to ask the hard pressed farmers 
to raise; and at the same time a small amount with 
which to undertake the orderly marketing of our grain 
crops. However, our farmers can raise this $100,000,000, 
great as it seems, with scarcely any inconvenience, and 
with judicious handling of its capital the Farmers’ 
Finance Corporation will be able to accomplish easily 
the task before it. The raising of the money need occa- 
sion no very serious worry, once the farmers fully ap- 
preciate its need, the manner in which it will be used 
and their responsibility in this great movement. 

‘““We anticipate that before the end of the present 
year 1,000,000 farmers will have joined the U. S. Grain 
Growers, Inc. An average investment of $100 on the 
part of these farmers and our $100,000,000 will have 
been raised. But you ask, ‘ Will the farmers do this?’ 
We have every confidence that they will. It is very 
greatly to their interest to do it, for it promises relief 
from conditions which have cost them many times the 
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amount involved. Many farmers, of course, will not 
be able to invest $100; others can take several shares 
without inconvenience. Such investment should prove 
both safe and reasonably profitable. The Farmers’ 
Finance Corporation has an almost unlimited field of 
usefulness before it and its earnings should be sub- 
stantial. Its affairs will be administered by men thor-- 
oughly experienced in the realm of finance, The divi- 
dend rate is to be fixed by the directors. Any surplus 
earnings will be used to create a surplus or to retire the 
preferred stock. 

‘Barnard M. Baruch, one of the ablest financiers in 
the United States, has been selected as financial adviser 
for the new corporation, In all his financial experience 
Mr. Baruch has played a lone hand and because of the 
success which usually attended his efforts, he is widely 
known as ‘ the wolf of Wall Street.’ Unlike every other 
practical financier of the United States, he is essentially 
an individualist. He has refused to enter into combina- 
tions with individuals, or syndicates and, therefore, has 
incurred the bitter hatred of men who are in the great 
financial organizations of the East. ‘ Barney’ Baruch 
is not popular in Wall Street —and he is proud of it. 
The fact that Mr. Baruch succeeded in the face of these 
odds is one of the reasons why the directors of the 
U. 8S. Grain Growers, Inc., believe they have assured 
themselves of association with a man who is not only 
inherently a financial genius, but one of the few really 
big men in this country who is in a position to assist 
in the shaping of their policies without subjecting the 
whole plan to the influences of what is commonly known as 
Wall Street. 

‘So much for the financing of the new corporation. 
The most important feature to the average farmer is 
the part this great corporation —the second largest 
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of its kind in the country — will be able to play in the 
orderly marketing of his crops. Just how will it help 
him? This is the most vital and interesting part of the 
whole plan, 

‘* When a farmer joins the U. S. Grain Growers, Inc., 
he agrees to sell all the grain which he markets for a 
period of five years through that company. Five meth- 
ods of marketing are provided: Direct sale to the local 
elevator, one-third or partial pool, local pool, joint pool 
and consignment. Regardless of the method selected, 
the average farmer will probably want considerable 
money on his grain as soon as it is delivered to the local 
elevator or shortly thereafter. It will, however, be 
weeks and in many instances months before the grain 
reaches the miller, the ultimate consumer or the export 
corporation. Therefore, the U. 8. Grain Growers, Inc., 
must have ample finances in order to market this grain 
in the most orderly manner. That is why a strong 
finance corporation is the keystone of the entire co-opera- 
tive marketing movement.’’ 

I refrain from commenting on the association of Mr. 
Baruch, the individualist, with these ardent co-operators. 
The incongruity is sufficiently apparent. Nor do I think 
it worth while to recall that Mr. Baruch has repeatedly 
been credited with being one of the great ‘‘ bears ’’— 
‘‘short sellers’? to whom co-operators are usually so 
angrily opposed ——in speculative markets. 

It may be worth while, however, for farmers to con- 
sider seriously what might become of their pools and 
their contracts if, by chance, the United States Grain 
Growers, Ine., should collapse. Suppose these pools, 
especially, should then pass into the hands of huge ele- 
vator interests which already exist; or suppose even 
that the United States Grain Growers, Inc., should be 
kept in existence by money furnished by such interests 
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which would dictate just exactly when the pools of 
grain should be sold and to whom, while the individual 
farmer owners of the grain stood helplessly by and 
watched their crops sold in bulk at bottom prices to the 
very interests they were supposed to be fighting. 

Such a happening would be bitterly humorous; but 
it is far from impossible. Before this, co-operative 
enterprises have wound up their short-lived, under- 
financed activity by being sold out for a song to cor- 
porate interests they were formed to destroy. 

The contract for marketing his grain, which the 
farmer is urged to sign by the United States Grain 
Growers, Inc., is such an agreement as only a most 
ignorant person, or one completely blinded by passion, 
could be led into affixing his signature to. In effect it 
makes, for all intents and purposes, the farmer’s grain 
corporate capital on which the United States Grain 
Growers, Inc., proposes to do business. It is on ware- 
house receipts for this grain, as collateral, that the 
United States Grain Growers, Inc., purposes to borrow 
money from the Farmers’ Finance Corporation for its 
business needs.* 

Did a number of men draw such an iniquitous con- 
tract, and propose to organize any ordinary business 
upon the principles of the United States Grain Growers, 
Inc., seeking to sell to the general public memberships 
and stock in the same manner, they and their business 
probably would be subjected to rigid grand jury inves- 
tigation. But this vast marketing scheme, because, I 
presume, it is carried on under the guise of a great 
movement to benefit farmers, is accepted without ques- 
tion as ‘fa noble idea,’’? and is assisted by various 
‘‘farm organs’’ eager to increase their circulations 
among farmers, quite regardless of whether their en- 


*See Appendix B. 
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dorsement of the plan will prove costly to individual 
farmers and injurious to the country as a whole. 

Fortunately, however, what are commonly called 
‘““Blue Sky Laws’’ in a number of states have saved 
farmers there from buying stock in the Farmers’ Finance 
Corporation by prohibiting its sale* This corporation, 
in fact, because of its difficulty in gaining licenses to 
sell its stock generally, is quite likely to be shelved for 
a new scheme which will contemplate a separate financ- 
ing corporation in every grain state. Such a modified 
plan should be announced with fresh enthusiasm by the 
United States Grain Growers, Inc., because, like the 
addition of new bureaus in state and federal govern- 
ment, it will provide many new, well paid positions to 
be filled by organizers. 

That all this wild scheme, based upon ridiculous eco- 
nomic theories, must fail is evident enough; but it may 
be a long time before the actual collapse takes place. 
Meanwhile the public—the consumers — and business 
generally, are likely to be subjected to many forms of 
annoyance, disturbance and loss because of outrage- 
ously foolish legislation maneuvered with the purpose 
of getting votes of classes particularly interested, with- 
out any sincere regard to the laws enacted, or to the 
probable effects of them. 


*See Appendix C. 


CHAPTER X 
CLASS LEGISLATION 


ARLY in the eleventh century there lived a king of 

England named Canute who, wishing to teach his 
courtiers that there was a higher power than his, had 
his throne set on the sandy beach by the sea and, sit- 
ting thereon, forbade the tide to rise about his feet. It 
is to be presumed that the royal wetting that ensued 
taught the courtiers a lesson in law-making; but that 
lesson has been forgotten again and again during the 
centuries that have since elapsed. 

Modern efforts at economic regulation in this country, 
by means of peremptory statutes urged in various 
states and by the federal government also, have re- 
peatedly reached a new summit of asininity which one 
would have thought was unattainable even by the most 
assiduous asses. But economic wisdom, such as there is 
in our legislative halls, is nobly brayed forth in laws of 
a kidney with that stirring pronunciamento in King 
Henry VI: ‘‘ There shall be, in England, seven half- 
penny loaves sold for a penny; the three hooped pot 
shall have ten hoops; and I will make it felony to drink 
small] beer,’’ 

Quite literally, busimess is being ‘‘ lawed’’ to the 
death, This is largely because our government is no 
longer, in the best sense of the word, representative. 
It has given way, temporarily at least, to a kind of 
syndicalism. Irishmen, Germans, Poles, Italians, Bohe- 
mians, union laborers, farmers, railroad men, and I know 
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not what other classes all have fighting spokesmen in 
our legislatures. The ordinary American citizen is shoul- 
dered aside, and his interests are lost sight of in the 
clashes among classes. The politician has come to con- 
sider alliance with some particular class of far more 
significance to himself than alliance with even a politi- 
cal party. 

In consequence, class legislation has become the ful- 
filment of political pledges; and the struggle to rule 
the country has become a fight among classes, trading 
legislation among themselves, while the rights and claims 
to consideration of the great mass of ordinary citizens 
have gone lost in the melee. No greater evil ever threat- 
need our institutions than the evil of class legislation 
which threatens them today with the convening of every 
state legislature and every congress. 

Since the war, one class particularly has seemed to 
offer more fruitful promise for politicians than any 
other. Germans are not yet back in the highest popu- 
lar esteem; the Irish have been so noisily exploited that 
the public is weary of listening to their woes; unions, 
as a political factor, are passe. But farmers offer won- 
derful possibilities. They are being shouted at from 
every point in the compass by agitators and politicians, 
who eagerly tell them that they are mistreated and 
urge them to rally into some kind of organization which 
will present voting strength. These efforts at vote- 
getting are reflected in a sheaf of agricultural bills, 
many of which take up economie questions and handle 
them as a boy handles the gun he did not know was 
loaded until after it killed his playmate. 

In the attempt to weld any class of voters into an 
organization with political strength, it is customary to 
point out some evil that threatens them. Thus it is 
that speculation — being entirely impersonal — has been 
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chosen as a sort of dragon by politicians for the pur- 
pose of frightening farmers and whipping them into 
line. With fine fury, these politicians and agitators rage 
against ‘‘ speculation,’’ ‘‘ money interests used in specu- 
lation,’’ and other old time chimeras. They flame with 
courage! they well over with promises! they stamp and 
go through all the motions of battle. But a profes- 
sional pugilist would say that they were ‘‘ shadow- 
boxing.’’ 

Because knowledge of even the rudiments of eco- 
nomies is so restricted; because the simplest rules for 
correct thinking are unheeded, ignorant attacks on many 
existing conditions which are quite beyond any legis- 
lative remedy, beeome convincing arguments through 
mere force of repetition. Already there have been 
results in the way of law-making that are appalling from 
the economic point of view But what is likely to come 
may be far more serious. 

When politicians make the most unreliable statements 
concerning long established business institutions, and 
when those statements are printed broadcast without 
question, because of the political prestige of their 
authors, it is not, perhaps, surprising that the term eco- 
nomics itself comes to convey to many minds an idea 
of confused, tangled, twisted opinion, something like a 
huge snarl of knitting yarn. 

Moch differing opinion there may be, indeed, concern- 
ing economic questions; but concerning many funda- 
mental] laws there can be but one opinion that is correct. 

Should numerous persons preach that the sum of the 
angles of a triangle equals, not two right angles, but 
three or four right angles, it is quite conceivable that, 
among persons unacquainted with geometry, the belief 
might arise that the number of right angles to which 
the sum of the angles of a triangle is equal is wholly a 
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matter of conflicting opinion and by no means certain. 
Now this is exactly the situation in regard to many 
fundamental economic laws which are discussed at pres- 
ent. There is but one correct statement of them, but, 
either because of mental inertia or because of passionate 
partisanship, vast numbers of persons prefer to believe 
one opinion or another rather than to know the truth. 

This popular attitude is taken advantage of by poli- 
ticians and agitators, seeking to achieve their own ends, 
who appeal to their hearers’ emotions, often by making 
purposely untrue or the most grossly ignorant state- 
ments, with a brazen effrontery that is positively stupi- 
fying. To be specific, I shall call attention to an attack 
against the Chicago Board of Trade in 1921 led, appar- 
ently, by United States Senator Capper. This gentle- 
man, I am informed, conducts a farm paper — or, per- 
haps, several which one presumes lays claim to some 
educational value. How little excuse is there for him, 
then, in attacking a business institution of more than 
fifty years’ standing with the recklessness of a malicious 
boy throwing stones through a church window — at- 
tacking it, not only on the floor of the United States 
Senate where no man has a right to criticise too arro- 
gantly his action, but attacking it also in newspapers 
and magazines. 

In Munsey’s Magazine for May, 1921, Senator Capper 
wrote an article on the evils of future trading, and 
offered various remedial suggestions. This article is 
worth brief consideration in order to drive home to the 
business man the necessity of paying some intelligent 
attention to what is going on in the way of shaping 
legislation that can be only harmful. 

“‘For four years,’’? says Senator Capper in this arti- 
cle, ‘‘ before 1920, our American farmers, as a whole, 
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had little more than broken even. Though the size of 
the American loaf was reduced and the price was doubled, 
they received, of course, no part of the gains made in 
the process between selling the wheat and purchasing 
the loaf. No sooner did the period of deflation begin, 
however, than they were called on to make sacrifices.’’ 

Take these three sentences one by one. First, that 
the farmers had little more than broken even for four 
years. This is true of every other class of workers as 
well as farmers. Insurance statistics show, I believe, 
that the vast majority of men live their whole lives 
and die without having got far enough ahead to leave 
sufficient to pay their funeral expenses. 

As for the second sentence, it is not clear why the 
farmer should be supposed to get any of the gain be- 
tween selling the wheat and purchasing the loaf. The 
whole nub of the farmer’s complaint must, in common 
fairness, be confined to the contention that some one 
besides himself is getting too large a part of the gain 
in the original selling of the wheat. 

In the third sentence, Senator Capper says that when 
deflation set in the farmers were called on to make 
sacrifices. Called on by whom? 

They were forced by economic exigency to make sac- 
rifices for self-preservation, just as was every other man 
in every other business. There is no impressive nobil- 
ity in the act of a drowning man cutting loose the 
money-belt that is dragging him down. 

‘‘ Just what the situation is may be better under- 
stood,’’ Senator Capper continues, ‘‘ when I explain that 
more grain was sold in Chicago lest October than was 
raised in the entire United States in 1920. Last year’s 
corn crop was sold fourteen times in Chicago before a 
bushel of it reached the markets. That means fourteen 
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separate transactions — each one, in a majority of cases, 
yielding a profit to the seller. The only one who does 
not gain is the farmer.’’ 

Examine these statements: First, ‘‘ More grain was 
sold in Chicago last October than was raised in the 
entire United States in 1920.’’ Study this a moment. 
It is obvious that every bushel of grain sold must have 
been bought. Let us, then, state the same fact — pre- 
suming it is a fact—in this way: 

More grain was bought in Chicago last October than 
was raised in the entire United States in 1920, and yet, 
because the war was over, prices quite naturally con- 
tinued to decline towards the pre-war normal. 

In October it would be natural for farmers to sell 
grain. Certainly there could be no useful purpose in 
their buying it after a harvest of grain which they 
raised to sell. Therefore, it must be presumed that 
speculators, millers and exporters did the buying and 
suffered the big losses in consequence. That majority 
of sellers who made profits —to which Senator Capper 
refers — must have been farmers. 

The foregoing comment will apply quite as well to 
the second sentence in regard to a corn crop having been 
sold fourteen times before a bushel of it ever reached 
the markets. It is assumed that Senator Capper’s fig- 
ures are correct, although I know of no method by 
which they could be even roughly verified. 

However, assume that his figures have been success- 
fully audited in some unknown way, and their accuracy 
established; what do they prove? To me they seem to 
prove the necessity and usefulness of a future market. 
Surely Senator Capper must know that a future market 
is largely for the very purpose of buying and selling 
grain before it actually comes to market — often before 
it has even grown to maturity. The term ‘‘ future mar- 
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ket,’’ it seems to me, implies all this clearly, even to a 
person who is ignorant of how a future market func- 
tions. 

Nor is there anything evil in the fact that the vol- 
ume of business is so large. Quite the reverse is the 
case. Every month the tonnage of the unfilled orders 
of the Steel Corporation is eagerly scrutinized by many 
business men. Increases in it are often taken as a sign 
of generally improving industrial and business condi- 
tions. I wonder if Senator Capper realizes that such 
unfilled orders of the Steel Corporation are future trans- 
actions, quite similar to those he criticises in the grain 
future markets. 

So far as huge volume of future transactions, com- 
pared with the quantity of the actual commodity in 
existence at the moment of comparison is concerned, 
the meaning of such a comparison, as I understand it, 
is merely an indication of how modern business is con- 
ducted on a large scale. To point to future transactions, 
large in relation to the amount of the actual commodity 
in existence at the moment of comparison, as evidence 
of some economic villainy is a silly bit of ratiocination 
for a Senator, He might be expected to discern an 
analogy between such a very ordinary situation in busi- 
ness and the operation of our federal government in bor- 
Towing some $25,000,000,000 for war purposes and agree- 
ing to pay back this huge sum in gold, although the 
largest stock of gold ever held in the United States 
treasury is approximately only $3,000,000,000. 

The last sentence is: ‘‘ The only one who does not 
gain is the farmer.’’ This seems to be so purely the 
emotional appeal of a demagogue that it is not worthy 
of serious consideration. As a statement of fact it is 
simply ludicrous. 

‘‘ The speculators,’’ continues Senator Capper, ‘‘ know- 
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ing when the farmers must sell, take advantage of the 
farmers’ need of funds, and rob them of their hard 
earned dues by running down prices before the market 
gets the crop, and then running them up on the con- 
sumer.’’ 

This description of the ways of slick, city specula- 
tors sounds like a speech from the sterling melodrama, 
‘“The Old Homestead.’’ Surely there can be nothing 
occult about knowing when the farmer must sell his 
grain. That is like knowing when hens will lay. It 
will be in season, of course; and if there has been a big 
crop and grain prices have been too high, they will come 
down after harvest just as surely as eggs will come 
down from Winter prices in the Spring. 

Those farmers who did much of the selling to which 
Senator Capper refers, probably felt that they acted 
wisely when they saw prices decline sharply. Those 
who held on to their grain, and those who bought fu- 
tures, were speculating. Their misfortune is a misfor- 
tune common enough with all speculators, but the 
farmers may take a satisfaction in knowing that any 
losses they suffered, through holding their grain or buy- 
ing futures, aided in making it possible for their fellow 
farmers to get much higher prices for their grain than 
they otherwise could have secured. 

The political eminence of Senator Capper makes his 
proposal of ‘‘ six measures ’’ to help farmers of more 
than ordinary interest. These ‘‘ six measures,’’ there- 
fore, should be carefully considered, not only to dis- 
cover whether they really would help the farmer, but 
whether they are feasible as basic ideas for legislative 
enactment. 

They will be taken up in the order in which they 
were presented by Senator Capper in his article. 

“First, a system of affording adequate credit to 
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farmers with warehouse receipts as security, using the 
Federal Reserve Board or the Federal Farm Loan Board 
as a medium of operation.”’ 


This is a very indefinite suggestion to be called ‘‘a meas- 
ure.’’ There is only one proper basis for making loans on 
warehouse receipts, or any other collateral. That basis, of 
course, is value. This value must be established for bor- 
rowing purposes by a market price. 

Unless there is a continuous market capable of readily 
absorbing, without great price recession, the collateral in 
question, no bank cares to loan money on such security. To 
legalize a method by which the government shall be forced 
arbitrarily to provide loans up to a certain percentage of 
value on warehouse receipts for a commodity, the market 
for which has been restricted and broken down by the same 
government, would be a form of inconsistent paternalism 
that ill accords with the sound principles so necessary for 
our economic rehabilitation. 

Such ‘‘a measure’’ hints at an attempt to make possible 
by law the borrowing from the government of more money 
on certain kinds of collateral than any private financial 
institution could safely loan under the same circumstances. 
It is not necessary to develop further its unsoundness. 

‘*Second, re-establishment of foreign trade relations and 
eredits to stimulate marketing of surplus American prod- 
ucts.’’ 

Very good, but how is this to be done? The American 
public has lost sympathy with the appeal to ‘‘help Europe” 
by making added government loans, and it is not disposed 
to accept any explanation that such loans eventually 
help our own people.’’ This method is too indirect to prove 
satisfying at the present time. Private business is wary 
about extending more credit in countries that are on the 
verge of bankruptcy or already bankrapt. 

This ‘‘measure’’ might better be called a slogan. 
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‘Third, the protection of American farmers by reason- 
able tariffs on farm products.”’ 

This measure is not so important as one might be led to 
suppose, especially in after-the-war times when nearly every 
country in the whole world, except the United States, is 
short of grain and farm products generally. So far as 
wheat is concerned, this country is an exporter, and 
not an importer. It probably will so remain for the next 
half century at least, tariff or no tariff. 

‘Fourth, government supervision of the packing and cold 
storage industry.’’ 

It was Macaulay, I think, who pointed out in the English 
parliament that the duty of a government is to govern, and 
that when it descends into business it fails. We have seen 
the truth of this exemplified here in several instances during 
recent years, The policy of administration announced by 
President Harding in his inaugural address was, not to in- 
terfere with business. The value or worthlessness of this 
fourth measure depends altogether on what is meant by the 
word ‘‘supervision.’’ 

‘Fifth, a national marketing board to help stabilize 
prices, ”’ 

Macaulay’s dictum might be repeated. However, there is 
a curiously erroneous economie idea expressed in the word 
“‘stabilize.’’ Taking this word in its ordinary meaning of 
‘‘making fixed,’’ the measure then presupposes that mar- 
kets in which prices never varied would be desirable. Noth- 
ing could be farther from the truth, even if such markets 
were possible. Every market must be alive. It can no more 
stand absolutely still, without change, than any other liv- 
ing thing. To presume that the world wants markets in 
which prices never vary is an odd bit of economic misunder- 
standing. Certainly, everyone knows that the basis of 
almost every business, the very life of trade and commerce, 
is change in prices. 
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“«Sixth, the prevention of gambling in cotton, wheat, and 
other farm products.”’ 

Here we are at a question of definition. The distinction 
between gambling and speculation hag already been dis- 
cussed, 

For the most part these measures of Senator Capper seem 
rather to urge the taking over by the government of a huge 
business for the avowed purpose of assisting one special 
class of citizens, than to offer any real solution for economic 
difficulties. 

That special class of citizens is, without question, ex- 
tremely important to the welfare of the country, but laws 
passed specifically to assist one particular class, no matter 
what its importance may be, are often questionable legally 
and undoubtedly bad economically. 

Nearly seventy-five years ago Henry David Thoreau 
wrote: 

‘*Trade and commerce, if they were not made of India- 
rubber, would never manage to bounce over the obstacles 
which legislators are continually putting in their way, and, 
if one were to judge these men wholly by the effect of their 
actions and not partly by their intentions, they would de- 
serve to be classed and punished with those mischievous 
persons who put obstructions on the railroads.’’ 


CHAPTER XI 
PRICE AND VALUE 


HE reader who has patiently followed the analyses in 

the last few chapters has already discerned that most 
of the misunderstanding of practical economic questions 
arises out of hazy and incorrect conceptions of what specu- 
lation, price and value really are, and of their relations one 
to another. Were these terms clearly understood by every- 
body, the folly of legislation enacted to control any of them 
by mere force of legal command would be as obvious as the 
absurdity of a law ordering the drenching with water of all 
crops during a period of drouth. 

But speculation is little understood beyond the circum- 
ference of a rather small circle of persons who count their 
knowledge of it the high reward of experience and are 
moved by no particular desire to impart it; and in spite of 
the fact that no two words are more constantly made use of 
in economics and in every day business life than price and 
value, there is some obscurity concerning the meaning of 
the former, and concerning the meaning of the latter there 
is positive confusion. 

Clearly to define these two terms and to elucidate the 
function of speculation in relation to them is the purpose 
of this chapter. 

The speculative force expresses itself in price, by means 
of exchanges, because of value. 

Already it has been pointed out that the speculative force 
is the mental urge to action which is directed by speculative 
thinking concerning the future—thinking which is a form 
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of that reflective foresight that distinguishes man from 
brute. Such speculative thinking, being the construction 
of theories which, if they are correct, will, when acted upon, 
result in benefit to the actor, is the pilot in all exchanges. 

For the sake of clarity I shall confine consideration here 
entirely to those particular exchanges in which money is 
used. It is quite possible to make investments, to specu- 
late, or to transact business by bartering, that is by ex- 
changes of one article for another, but it is not necessary 
in this place to examine such transactions. A somewhat 
difficult exposition can be simplified by dealing with only 
those exchanges which are ordinary purchases or sales for 
& money consideration. 

‘‘The most accurate writers,’’ says John Stuart Mill, 
‘‘@ # *® have employed price to express the value of a 
thing in relation to money ; the quantity of money for which 
it will exchange.’’ 

This is a very inaccurate definition of price. Observe in 
the following definition from the Encyclopedia Britannica 
that the distinguishing point in regard to price, which Mill 
has missed utterly, is made clear: 

“‘The price of a given article (in market) is the approxi- 
mate expression of the rates, in terms of money, at which 
exchanges of the article for money were actually made at or 
about a given hour on a given day.’’ 

Although this latter definition is far too cumbersome, it 
is correct in an essential respect: that is, in defining price 
as the rate in money at which exchanges have actually been 
made, Mill’s definition is incorrect because it defines price 
as the quantity of money for which an article will exchange. 

This distinction between the past and the future tenses 
in defining price is of utmost importance. It denotes, in 
this instance, the difference between a reality and an idea. 
The rate in money at which an exchange has actually been 
made is a reality, certain and definite. The rate that will 
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be paid can never be precisely and certainly known before 
the exchange is made; until then it is merely an idea, a 
conjecture, a hope, a fear, perhaps, which may or may not 
be trustworthy, no matter how unquestionable it may seem. 

Price, correctly used, always denotes a completed ex- 
change. Before the exchange has been consummated there 
can be no price. Up to the instant of consummation there 
ean be only bids and offers. 

Every exchange is the result of an agreement between 
buyer and seller; and as price is a part of that agreement, 
it is self-evident that there can be no price until that agree- 
ment has been reached. 

Price is, then, the rate in money at which an exchange 
has been made. 

The dickering by which price often is arrived at is fami- 
liar enough. The speculative force in the prospective buyer 
leads him to offer less than he believes is the value of the 
article, the same incentive in the prospective seller leads him 
to demand more than he believes is the value of the article. 

This exposition of ordinary bargaining brings us directly 
to consideration of what value really is. In the whole of eco- 
nomics and every day business life no one word is more im- 
portant and no word is tossed about more indiscriminately. 
Not one man in ten thousand can define it satisfac- 
torily. I know of no economist even who has done so. And 
yet, on the clear conception of the meaning of this most 
important term hangs the keen realization of what specula- 
tion is, the comprehension of its supreme necessity to so- 
ciety and the perfect understanding of why every attempt 
to prohibit it, or legislate it out of existence by indirect 
Means, can be only absurd. 

The difficulty encountered by most. persons in attempting 
to apperceive what value really is lies not in any abstruse- 
ness of such apperception, but in the fact that they come 
to analyze value with a false assumption concerning it. 
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This assumption seems to be that value is fixed; that it re- 
mains steadfast, although price varies. It is some such 
false conception of value that leads to bitter animosity 
towards speculation and to ill-advised attempts to hamper 
it by law. Legislators, vaguely assuming that value remains 
fixed, conclude that price fluctuations are merely market 
machinations wrought by the power of money wielded in 
eonscienceless manipulation. 

The reader must come to apprehend that value is an 
idea—a kind of theoretical, composite estimate by experts, 
subject to constant change. In some rare cases, indeed, it 
may remain fixed indefinitely, but in most it changes con- 
tinually, often from moment to moment, 

But let us examine some of the definitions of value offered 
by economists. J. E. Cairnes has given one of the best of 
a poor lot. 

‘‘The sense proper to value in economic discussion,’’ says 
he, ‘‘may, I think, be said to be universally agreed upon by 
economists, and I may, therefore, at once define it as ex- 
pressing the ratio in which commodities in open market are 
exchanged against each other.’’ 

In contrast to this is a definition by Mill which, it seems 
to me, is extremely feeble. 

“By the price of a thing, therefore,’’ he says, ‘‘we shall 
henceforth understand its value in money; by the value of 
a thing, its general power of purchasing, the command 
which its possession gives over purchaseable commodities 
in general.’’ 

This is mere words. What it says, in effect, is that price 
and value are both names for the same purchasing power, 
but that when this purchasing power is expressed in money 
it is called price; when it is expressed in commodities it is 
called value. 

‘*The word value,’ says Jevon, ‘‘so far as it can be cor- 
rectly used, merely expresses the circumstances of its (a 
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commodity’s) exchanging in a certain ratio for some other 
substance. ’’ 

The foregoing quotations are sufficient to indicate the 
hazy uncertainty that attaches to the meaning of value, 
even when the term is used by authoritative economists. 

Furthermore, contrary to a generally accepted belief 
based, presumably, upon teachings of some modern econo- 
mista, the cost of producing an article, whether that cost 
represents labor or the price of raw materials that enter 
into it, or both of them, does not necessarily establish in any 
degree the value of the article. Often it has nothing what- 
ever to do with it. 

This statement may for a moment run counter to the 
reader’s belief, but he can easily demonstrate its truth for 
himself. Let him consider, for instance, the vast number 
of ships that were left in charge of the Federal Shipping 
Board after the war; or let him think upon the millions of 
bushels of corn, raised under high wage conditions on high- 
priced Jand, left in the hands of farmers early in the Fall 
of 1920, Had cost anything whatever to do with value 
in those cases? 

What, then, is value? 

Value is an idea—an opinion—of what price should be. 
It is not the estimation of any one individual, but is the 
opinion of what that definite amount of money is—always 
unknown in most cases—which theoretically would be 
reached as a price by a compromise of all those persons 
qualified to judge in the particular instance, if they sat 
in joint consideration. Furthermore, presuming that such 
an imaginary conclave did actually gather and did set 
the value on any article in the world, that value would 
not, in all probability, remain fixed for any protracted 
period of time. It might change the very next instant. 
This is because value is merely opinion. 

Time alone would effect many such theoretically cor- 
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rect values, discovered by the ideal method imagined, in 
most amazing and contrary ways. As an obvious exam- 
ple of this, consider the quite contrary effects, instantly 
recognized by every one as certain to exert themselves, 
which time alone works upon the value of wine and 
eggs. 

It is surprising that the true meaning of value has 
not been made clear by economists long ago. In prac- 
tical, every day life the method adopted by law to dis- 
cover value is precisely in accord with the theory set 
down here of what value really is. In legal condemna- 
tion of property, for example, there is always a provi- 
sion for arriving at the value of the property in event 
of inability of the parties concerned to reach an agree- 
ment in regard to it. The value is decided by a jury, 
after it has listened to testimony by experts — those who 
are best qualified to judge. But because the number of 
experts heard—no matter how large that number may 
be—can only be extremely small in comparison with the 
whole number of those whose opinion should, theoretically, 
play a part in arriving at the true value in question, the 
finding in such a condemnation proceeding can be only the 
approximate value of the property. The authority of the 
law proclaims that finding correct, notwithstanding. This 
it must do for practical reasons, but no man would main- 
tain that such value would remain fixed permanently 
through any foree of legal proclamation. Nevertheless, 
many new economic panaceas—some of them urged by eco- 
nomists, as we have already seen—contemplate just such 
Alice-in-Wonderland absurdities as the investing of values 
with immutability by mere force of legal pronouncement. 

Value, then, as I understand and define the term, is 
the ideally true ratio for exchange between money and 
the thing valued. This true ratio is always a difficult rela- 
tion to discover (perhaps in no case can it be certainly 
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discovered), and individual opinion concerning what it 
is almost invariably, but not always, differs, no matter what 
the thing nnder consideration may be. 

The continual quest by individuals after this true ratio 
for divers exchanges is the fascination and romance of 
business. In many cases, if the searcher actually finds it, 
his reward is certain. Differing opinions concerning what 
this true ratio is for every contemplated exchange, are 
flickeringly reflected in those bids and offers which finally 
culminate in price, making possible profit and loss. 

The whole of business is based upon difference of opinion 
concerning what the ideally correct ratios are—that is, the 
values—for exchanges in myriad transactions, on agree- 
ment in such opinions and on compromise among such 
opinions. 

This has always been so—no matter what the money 
standard may have been—and it always will be so, no 
matter what some economists may say, or what the money 
standard may be, because difference of opinion concerning 
unknown and, perhaps, undiscoverable truths, is the very 
hallmark of human nature. 

To suggest that a money standard, or a monetary sys- 
tem, or a ‘‘co-operative’’ plan can be devised that will 
practically eliminate changes in value, and hence changes 
in price, and thus put an end to speculation is no more 
nor less than to suggest a device for making the opinions 
of mankind agree and remain immutable. Such a sug- 
gestion contemplates extracting from human nature its 
dominant characteristic—difference of individual opinion 
concerning the unknown. 

Because opinions constantly change, values and prices 
must change also, like everything else under the sun. This 
is their nature, and it is not to be re-created by any com- 
mand of presumptious legislation. 

Price and value are variants. This they must always be; 
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nor, in their application to most things, is there any con- 
stant rule which regulates their comparative relationship 
in the matter of amount of money. 

In ordinary business a man counts upon some special 
knowledge which he believes he possesses to estimate values 
more correctly than another, and thus to secure profitable 
advantages in the matter of prices. It is such special 
knowledge that may win him a fortune. If, for example, 
he knows that a railroad is going to secure a right of way 
through certain land, or that oil has been struck in a 
certain district, and if this knowledge is not yet general 
he may act upon it to great advantage to himself by buying 
land at a price far below its suddenly increased value. 

Such possibility for wide difference between price and 
value, just as it gives the opportunity for fortune, also 
is the very basis of fraud, of most lesser business dis- 
honesty and of all sharp practices. 

The tendency to bring price and value together and 
make them identical, therefore, is an enormous benefit to 
society. This is the chief economic function of specula- 
tion; and the accomplishment of this desirable end—the 
making of price and value identical—it approximates where 
it reaches its highest development in great speculative mar- 
kets. 

In the stock market, for example, the price and the 
value of a stock are always approximately the same thing. 
Together they may change from day to day, perhaps, 
but they are practically identical. 

Outside of great speculative markets, on the contrary, 
price and value are seldom the same, and often they may 
be very wide apart. 

When a man buys or sells in an open speculative market 
he knows that the price he pays or receives expresses ap- 
proximately exact value at the instant of his purchase 
or sale. But when he deals in anything outside of an 
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open speculative market he can rarely be sure of this. 
Even in buying so common an article ag a gold watch, 
unless he has a special knowledge of the value of gold 
watches, he cannot know whether he pays more for it than 
it is worth. Precisely similar watches may be bought and 
sold in the same city at the same instant for half a dozen 
different prices, in spite of the fact that the value of every 
one of them is exactly the same, 

To epitomize, price is what has been agreed upon as 
the money ratio in an exchange. Value is what the price 
ought to be in the opinion of all the best judges who are 
familiar with all the known qualities of the thing and all 
the known surrounding circumstances. 

Value is analogous to ‘‘good usage’’ in the English lan- 
guage. It is the consensus of authorities. The value of 
an article at any time is the price that should be paid 
for it at that time, in the opinion of all of those best 
qualified to judge. 

Exact value must, of course, always remain theoretical 
in most cases; but, in open, speculative markets it is ap- 
proximately established by every price quotation, because 
each of these is no more nor less than the expression at 
that instant by many of the best qualified judges of their 
consensus concerning value. 


CHAPTER XII 
RESUME 


OPING to assist the reader to gather together in his 

mind, into unified understanding, the facts and theory 

of speculation so far presented to his attention, I shall now 

offer him a résumé of the investigation as it has been 
conducted up to this point. 

Thomas De Quincey, writing early in the nineteenth 
century, denounced much of the economic thought of mod- 
ern economists then, and many of the economic views ex- 
pressed in parliamentary debate, as ‘‘the very dregs and 
rinsings of the human intellect.’’ This characterization 
is true today of much of the work of our modern economists 
and of many of the economic views expressed by our 
legislators, both in Congress and in state legislatures. 
What we often mildly denominate as radical thought we 
should denounce as damned folly. 

Economics is no such abstruse science that it cannot 
easily be understood by any man who will take the trouble 
to study the subject a little, and to think for himself a 
great deal. Such study and thinking will repay him 
intellectually and in dollars and cents. 

The very corner-stone of economics is what Adam Smith 
ealls ‘‘the propensity in human nature to truck, barter 
and exchange one thing for another.’’ Academie econo- 
mists, however, too frequently try to eliminate human na- 
ture from their conception of the science. 

Economics is the most interesting study in the world 
because it deals with the most important part of most 
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men’s lives—the activities and methods involved in mak- 
ing a living, getting rich or being ruined. This book 
deals with speculation which, in its several different 
meanings, comprehends the very essence, force and an 
expression of economics. 

Much of the confusion and misunderstanding in life is 
due to the loose use of the same words in attempts to 
convey different meanings. In economics this negligence 
is particularly harmful. The real meaning of three most 
important terms, constantly used in economic discussion 
—speculation, price and value —is, in general, never 
clearly understood. 

Speculation in its original use means to theorize with- 
out any consequent action. It is purely reasoning— 
generally a priori, from causes to effects; the connecting 
of known facts or of assumptions drawn from observa- 
tions, with conclusions or with presumptions, by means 
of inferences and deductions. Such theorizing is the 
commonest form of thought in all mankind. It has con- 
stantly developed with civilization and is, even at its 
highest, a form of that reflective foresight which is the 
trademark of human nature, distinguishing man from 
brute. 

Man’s face naturally turns toward the future. ‘‘The 
activities of sentient beings are perpetually directed to- 
wards averting pain and attracting pleasure.’’ Because 
in every day life ownership of wealth is regarded as the 
surest means of averting pain and attracting pleasure, 
the acquisition of wealth is the first aim of man consid- 
ered from the economic point of view. Speculative 
thought which deals with the future acquisition, produc- 
tion or distribution of wealth is the kind of speculative 
thought to which this investigation will be confined 
henceforth, 

The incentive to make money, because money repre- 
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sents wealth, is a heritage of man, based upon instinc- 
tive desire for ownership, which expresses itself even in 
earliest childhood. This grows stronger rapidly with 
age and, definitely directed by speculative thought look- 
ing to the future, is the dominating urge that sways 
mankind in every economic activity great or small. This 
terrific driving power, which is the fundamental cause 
that underlies every economic activity, may be termed 
the speculative force. 

The speculative force is man’s tendency to transform 
into action which his speculative thought concludes is 
advantageous, the result of using his brains. The 
strength of this tendency varies in different individuals, 
and in the same individual at different times. 

There is only one way in which the speculative force 
expresses itself in economic action—by exchange, Eco- 
nomics is primarily the science of exchange, exchange 
here including the trade man makes with nature itself, 
when he gives his labor for something he wants. I 
shall deal particularly with exchange between man and 
man. Exehange means progress, and deliberative ex- 
change is an act peculiarly and exclusively human. 

Speculative force and exchange are the subjective and 
objective sides of economics. The law of supply and 
demand is the law of the speculative force working 
through exchange, which is the great equalizing action 
of economics, 

The constant aim of exchange is perfect equalization 
of supply and demand, a condition, which even were it 
possible of attainment, could not continue to exist be- 
cause it would preclude further human progress. Pro- 
longed equalization or equilibration is not possible any- 
where in the universe. ‘‘A pair of seales perfectly 
balanced will not remain so.’’ 

Henceforth in this book speculation will not be used to 
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mean speculative thought unless that meaning is par- 
ticularly specified. It will be used to mean action—a 
certain kind of exchange in which the speculative force, 
directed by speculative reasoning, expresses itself. This, 
vaguely, is the usual every day use of the term, but the 
term here must be sharply bounded by definition. 

An investment is an exchange made for the purpose of 
securing payment for use of the capital involved, with- 
out the necessity for any service or labor. An ordinary 
business exchange always has in contemplation some 
service or some labor at some point in connection with 
it. A speculation is an exchange made for the purpose 
of increasing the capital involved in making it, without 
the necessity for any service or labor. 

The division of exchanges into these three principal 
types is for the purpose of clear terminology. Often the 
types merge one into another in a single exchange; but 
the primary purpose characterizes each exchange. 

Speculation and gambling are constantly confused. 
There are at least two clear and obvious distinctions. 
In every speculation either or both of the parties to it 
may gain or lose; in gambling one party must always 
lose when the other wins. Speculation always confers a 
direct benefit upon economic society as a whole; gam- 
bling never confers a direct benefit upon economic so- 
ciety as a whole. 

Speculation comprises those exchanges which are en- 
tered into with the purpose of increasing the capital 
involved in making them, without any necessity for 
service or labor, in which either or both parties to any 
exchange may gain or lose, and which when considered 
as a whole form an activity that confers upon economic 
society a direct benefit. 

The reader cannot be too frequently urged always to 
have clearly in mind what he means when he uses the 


RESUME 109 


term speculation. He should not use it indiscriminately 
to mean speculative thought, the speculative force and 
speculation as it has just been defined. To such loose 
usage confusion in the writings of even economists of 
reputation is largely due. But carelessly as the term 
speculation is used, the term value is even more negli- 
gently mishandled in many modern books on economics. 
Thus there is a breeding of ambiguity; for value, to- 
gether with price, is more closely associated with specu- 
lation, investment and all ordinary business than any- 
thing else. 

Before defining price and value, and their intimate 
relation to each other and to speculation, it will prove 
profitable to point out that to the gross misunderstand- 
ing of what they really are most of the wildly absurd 
theories put forth as economic panaceas, and most of the 
bad legislation enacted with the avowed purpose of effect- 
ing economic betterment, are due. 

In times of widespread business distress a certain type 
of mind compounds wild theories for economic rehabili- 
tation. It makes no difference whether this type of mind 
has been highly educated, or is in an almost untutored 
state. It is the unintellectual mind, and even when 
highly educated in the purely academic sense it con- 
tinues to be a dull tool for turning out rational, original, 
practicable thought. Such a mind, coming at once to 
the conclusion that all economic difficulties are due to 
sudden depreciation in value and fall in prices, sets 
about compounding an instant remedy by attempting to 
formulate a method for regulating value or price or 
both. It puts the cart before the horse, and attempts 
thus to drag the animal to water, with the proclaimed 
intention of making him drink. 

Such are the minds that urge for adoption as laws 
absurd theories for government price control; schemes 


110 SPECULATION 


contemplating huge governmental loans to certain 
classes to be used in trying to bolster up prices; plans 
for reforming the currency, the banking system and 
business generally. Almost invariably these schemes and 
plans, whether they are honest and sincere or otherwise, 
are the outgrowth of utter ignorance of what specula- 
tion, price and value really are, and of the inter-relation 
among them. 

To demonstrate the truth of the last statement I shall 
take for analysis the two most widely discussed eco- 
nomic schemes of the day, with the purpose of showing 
the absurd fallacies on which they are based. Then, 
price and value will be defined so that the conclusions 
drawn concerning each of them will be self-evident. 

The first scheme for analysis is the darling delusion 
of Profeasor Irving Fisher of Yale University, a gentle- 
man of high reputation as an economist, author of many 
books, and a teacher of note. His scheme is a currency 
reform that would substitute for our present dollar a 
new kind of dollar called the ‘‘commodity dollar.’’ In 
spite of the fact that he has secured some of the most 
prominent men of business and affairs in the United 
States, as endorsers of his odd plan to put an end to 
what he calls ‘‘gambling in gold’’ and to correct innu- 
merable economic ills, his entire proposal is a veritable 
financial nightmare. Based upon an utter absurdity the 
whole structure of Professor Fisher’s reasoning discloses 
the most astounding fallacy, confusion of thought, con- 
tradiction, use of meaningless terms and complete mis- 
conception of what speculation, price, value and money 
really are. 

‘*We want a dollar,’’ saya Professor Fisher, ‘‘ which 
will always buy the same aggregate quantity of bread, 
butter, beef, bacon, beans, sugar, clothing, fuel and other 
essential things that we spend it for. * * * 
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‘In order to seoure a dollar constant in its purchasing 
power over goods in general it should, in effect, be a 
composite of those very goods in general. For instance, 
we might imagine a composite commodity dollar con- 
sisting of 2 board feet of lumber; 1/20 of a bushel of 
wheat; 1/2 of a pound of meat; 30 pounds of coal; 1 
pound of sugar; 1 ounce of butter; one egg; 1/100 of a 
pair of shoes, etc.’’ 

The ‘‘commodity dollar’’ certificate would, under the 
Fisher scheme, be supposed to represent such an aggre- 
gate of fixed quantities of commodities. However, it 
would actually represent the amount of gold held in the 
United States Treasury for its ultimate redemption. 
What this amount of gold ought to be would be estab- 
lished monthly in accordance with the price index of the 
commodities supposed to be represented by the ‘‘com- 
modity dollar’’ certificate. That is, in order that the 
‘‘eommodity dollar’’ certificate might always purchase 
the same aggregate of fixed quantities of commodities, 
the amount of gold held on deposit for its redemption 
would be increased or decreased monthly, on the pro- 
nouncement of the Secretary of the Treasury, in accord- 
ance with changes in the price index of those commodi- 
ties. One month a ‘‘ commodity dollar ’’ might call for 
25.8 grains of gold in exchange at the treasury; the next 
it might call for 26 or only 24. 

The overwhelming absurdity on which this scheme is 
based is the utter failure to explain where the gold is to 
come from with which the United States is suddenly to 
increase the amount it will give for each ‘‘commodity 
dollar’’ certificate on demand; or to elucidate how the 
United States is to make up its loss when a sudden de- 
crease in the amount of gold represented by each 
‘‘eommodity dollar ’’ certificate makes it necessary for 
the treasury on demand to give a ‘‘ commodity dollar ’’ 
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certificate—for which it has given in exchange a larger 
amount of gold—in exchange for the reduced amount of 
metal. 

How this scheme ever received even politely consider- 
ate attention from the men whose names are attached to 
it as endorsers, can be explained only on the ground 
that the plan is presented in such a confused way that 
the ‘‘endorsers’’ preferred to bow to the prestige of 
Professor Fisher as an economist rather than to make 
the mental exertion necessary to understand his pro- 
posal. 

The effort actually was made to get Congress to enact 
this mad scheme into a law for a new monetary system, 
in spite of the fact that if it were to become a law it 
certainly would first, make both gold and the dollar 
more unstable than they are now; and second, plunge 
this country into inextricable financial chaos that would 
eventually bankrupt the government, by allowing every 
dollar’s worth of gold to be drained out of the treasury. 
Much of our gold, moreover, could easily pass into the 
emptied coffers of a foreign and perhaps inimical gov- 
ernment, without the slightest hindrance and with no 
return of any kind for it. 

This ‘‘dregs and rinsings of the human intellect’’ is 
urged upon the people of the United States with the 
following glowing eulogy by its author: 

“‘The more the evidence in the case is studied the 
deeper will grow the public conviction that our shifting 
dollar is responsible for colossal social wrongs and is all 
the more at fault because these wrongs are usually at- 
tributed to other causes. When the intelligent public 
who can apply the remedy realize this, action will fol- 
low and we shall secure a boon for all future genera- 
tions, a true standard for contracts, a stabilized dollar.”’ 
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The second wild scheme to be taken for analysis here 
is an outgrowth of the so-called ‘‘co-operative move- 
ment.’? This movement itself offers another striking 
example of the misuse of terms. 

Co-operation is the basic principle of the universe. In 
the broadest sense it is the continuous, concurrent oper- 
ation of natural laws whose end is unity. One of these 
laws is: 

‘(A given individual or species gives to other individ- 
uals or species as much aid as is necessary for the given 
individual or species to accomplish its own ends.’’ 

This perfectly defines real co-operation in business, 
and gives the sound reason for it. 

But class business schemes which are called ‘‘co- 
operative,’ are not in accord with this law. They seek 
to accomplish their own ends without giving to others 
the aid necessary to effect that accomplishment. A pro- 
ducing class, for example, does not wish to co-operate 
with a sales-making class in order to distribute its prod- 
ucts, but wishes to do the selling, as well as the produc- 
ing, in order to get additional profits that are the liveli- 
hood of another class. 

This is not co-operation. It is the old, old effort at 
monopoly in a new form bearing a hypocritical name. 

Free competition is necessary for the protection of 
society as a whole from attempted depredations of in- 
dividuals or classes, and, therefore, society will eventu- 
ally destroy monopoly under the name of ‘‘co-opera- 
tion,’’ just as it ‘‘regulated trusts’? when they grew 
into supreme power some years ago. 

‘*Co-operation’’ has not yet been successful on any 
large scale in the United States, although the prelimi- 
nary step—the gathering of huge aggregate sums of 
money by collecting small individual payments from 
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members—has been a long one in many cases, just as it 
always is in various schemes that are of a doubtful 
nature. 

Most stupendous of all ‘‘co-operative’’ schemes of the 
present is that of the Uunited States Grain Growers, Inc., 
which is here taken for analysis as the second wild eco- 
nomic proposal that has been alluded to, and which 
deserves a place beside Fisher’s ‘‘commodity dollar’’ on 
the very highest pedestal of economic absurdity. 

The ignorant effrontery with which this vast scheme 
was, at the beginning of the year 1922, being pushed 
upon legislators, the great consuming public, and farm- 
ers who were called upon to pay $10 each for member- 
ships and to sign 5-year contracts for the marketing of 
their grain, was positively stupefying. But because 
within eight months after the incorporation of the or- 
ganization promoting this scheme it had secured a mem- 
bership of over 35,000 farmers, because it aimed at the 
outset to make a monopoly of grain production, and 
because it fostered class animosity and served as a 
nucleus for the political aggrandizement of demagogues 
and radical agitators, it was, in its conception, a far 
more dangerous stimulus to economic hallucinations than 
Fisher's mad dollar. 

The United States Grain Growers, Inc., was incorpo- 
rated in Delaware in April, 1921, as a non-stock, non- 
profit association. Its only source of original revenue is 
the sale of memberships to farmers, who alone are eligi- 
ble as members, at $10 each. There are no dues. 

This organization proposes to market eventually the 
bulk of all the grain grown in this country. In 1921 
the wheat, corn and oats crops alone were worth, roughly, 
$2,870,000,000. 

Here is a corporation with no capital whatever con- 
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templating the conduct of ‘‘billion dollar business.’’ How? 

First, by getting farmers to sign a contract which no 
man not utterly ignorant of business principles, or to- 
tally blinded by passion, would think of signing. In 
effect, this contract makes the farmer’s grain, grown for 
a period of five years, capital on which the organization 
proposes to do business, by borrowing money on this 
grain from a subsidiary corporation called the Farmers’ 
Finance Corporation, capitalized at $100,000,000. 

Here, however, the promoters struck a snag, for many 
states with ‘‘ Blue Sky ’’ laws refused permission to sell 
within their boundaries Farmers’ Finance Corporation 
stock. Nevertheless, the United States Grain Growers, 
Inc., continued its drive for members and signatures to 
contracts. A new financing scheme, with a corporation 
to sell stock in every grain state, was looked for early 
in 1922, 

President Gustafson of the United States Grain Grow- 
ers, Inc., announced that Barnard M. Baruch had been 
selected as the financial adviser of the Farmers’ Finance 
Corperation. There was some incongruity in the choice 
of Mr. Baruch, an individualist in financial affairs, to 
act as financial director for ardent co-operators. 

If the United States Grain Growers, Inc., should sud- 
denly collapse, it would be interesting to see where its 
pools and contracts would go. Before this, co-operative 
societies have sold out for a song to interests they were 
formed to destroy. 

That this wild scheme, based upon ridiculous economic 
theories showing perfect ignorance of what speculation, 
price and value really are, must fail seems evident 
enough; but it may be some time before the actual col- 
lapse takes place. Meanwhile the public—the consum- 
ers—and business generally are likely to be subjected to 
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many forms of annoyance, disturbance and loss because 
of outrageously foolish legislation maneuvered with the 
purpose of getting votes of particular classes. 

Modern efforts at economic legislation in this country 
are resulting in business being ‘‘lawed’’ to its death. 
Class legislation is the ever more threatening evil of the 
times. Our ‘‘representative’’ government is giving way 
to a form of syndicalism, in which classes have fighting 
spokesmen and parties in our legislative halls, The 
great bulk of ordinary American citizens are unrepre- 
sented, and as helpless as a respectable gentleman in a 
police-station. 

Because of this class representation in Congress and 
in state legislatures, class law-making becomes the ful- 
filment of political pledges. Mad theories and ‘‘isms’’ 
that made Russia hopeless from the point of view of 
those who still believed in sense and order are eating 
into the crowd minds of vast political groups and of 
classes like rot. 

In the effort to take political advantage of some of 
these strange, radical, class obsessions, many political 
leaders are most active. Since the war, one class par- 
ticularly has seemed to offer excellent possibilities to 
agitators and organizers. This class is farmers, who are 
being shouted advice and promises by politicians, fully 
matured or embryonic, from every point in the compass. 

To indicate the lengths to which demagogues will go 
in attempts to make an issue for the purpose of organiz- 
ing the farmer vote, it is only necessary to study such 
an attack as was made on the Chicago Board of Trade 
in 1921. This institution, although it has filled an im- 
portant position in the business affairs of the whole 
world for perhaps half a century, was attaeked with the 
recklessness of a malicious boy throwing stones through 
a church window. 


RESUME 117 


To assault speculation—because that, like profiteering 
or tax-dodging or any other mouth-worn, political shib- 
boleth, is impersonal and therefore safe to assail—ap- 
peared an easy way to pose as the farmers’ friend. 
What could be said did not seem to require much con- 
sideration, because of the genera] ignorance of what 
speculation, price and value really are, and because of 
the confused misconception concerning their importance 
in the economic world. Hence it was possible for Sena- 
tor Capper, writing in Munsey’s magazine for May, 1921, 
to make statements in regard to speculating in grain 
and trading in futures that provoked the laughter of 
every man well informed on those subjects, but perhaps 
seriously affected those who knew as little as he about 
what he discussed in attacking the Chicago Board of 
Trade. 

A single one of these statements gives the intellectual 
flavor of Senator Capper’s article. In intimating that 
grain prices were artificially depressed on the Chicago 
Board of Trade in the Fall of 1920, he says: ‘‘ More 
grain was sold in Chicago last October than was raised 
in the entire United States in 1920.”’ 

The folly of this as a reason for a decline in price is 
at once apparent when one remembers that every bushel 
of grain that was sold must have been bought, and then 
states the same fact—presuming it is a fact, although 
Senator Capper does not disclose the method by which 
he arrived at his figures—in this way: More grain was 
bought in Chicago last October than was raised in the 
entire United States in 1920; and yet it was impossible 
to prevent the natural economic law of supply and de- 
mand from expressing itself in a decline of prices to- 
wards the pre-war level—a decline which continued in 
1921, 

The article is a showy appeal to the farmer, although 
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it pretends to be an economic discussion. When such 
‘(dregs and rinsings of the human intellect’’ are widely 
circulated and are taken, as well reasoned economic ex- 
positions of authority, by self-seeking class agitators, who 
know better, to influence those classes themselves, which 
do not know better, it can hardly be surprising that 
Congress presented such a disgraceful example of class 
organization as the ‘‘agricultural bloc.’’ 

Senator Capper’s six suggested remedies are for the 
most part mere aggregations of catch-phrases which, 
although they may be effective with the non-thinking 
crowd mind, as slogans always are, have no real mean- 
ing and denote no worthy thought. 

In all the maze of wild schemes suggested for enact- 
ment into laws, and in all the political patter aimed to 
solidify class voting strength, the ignorance of what 
speculation, price and value really are is ever apparent. 
A clear understanding of these terms will go a long way 
toward protecting business institutions from class leg- 
islation so outrageously foolish, in the economic sense, 
that it never can accomplish the benefits sought through 
it by the classes urging it at the expense of society as a 
whole, but which, nevertheless, in attempts to enact it 
and—if enacted—in attempts to enforce it, will put 
enormous added expense on government through waste 
in unwieldy bureaucracy, Already such legislation 
threatens to destroy busineas in many forms and certain 
property rights, while at the same time it builds up a 
paternalism that is the most dangerous disease of repub- 
lican forms of government. 

Speculation has already been defined. 

Price is the money ratio in an exchange. Because 
price is part of the agreement necessary to consummate 
every exchange there can never be any price—properly 
speaking—until the agreement for the exchange has 
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been reached. Until then, what is frequently called 
price is only a bid or an offer. 

Value is an idea. It is what the price ought to be. 
It is the ideally true ratio for exchange between money 
and the thing valued. This true ratio can, perhaps, in 
no case be certainly determined or discovered. The 
search for it is the fascination in all business, and the 
ability more accurately than another to estimate it gives 
the possessor one of the most important business advan- 
tages over his fellows. To acquire this ability by knowl- 
edge of the thing dealt in and by other knowledge, and 
to use such knowledge effectively, are the aims of every 
business man. 

Because value is based on opinion it is a variant. 
Every attempt definitely to stabilize value by law is ab- 
surd, because such an effort is, in effect, the attempt by 
statutory command to force human opinions into im- 
mutable agreement. 

Difference between price and value, just as it gives 
opportunity for making a fortune, also is the very basis 
of fraud, of most lesser business dishonesty and of all 
sharp practices. The tendency to bring price and value 
together, and to make them identical, is of enormous 
benefit to society. Expressing this tendency is a chief 
function of speculation, which approximately accom- 
plishes its aim where it reaches its highest development 
in speculative markets. 

Outside of speculative markets price and value are 
seldom the same. Precisely similar articles may sell at 
widely differing prices in the same city at the same in- 
stant. This is impossible in speculative markets. 

To epitomize, price is what has been agreed upon as 
the money ratio in an exchange. Value is what the 
price ought to be, in the opinion of all the best judges 
who are familiar with all the known qualities of the 
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thing to be valued and all the known surrounding cir- 
cumstances. Value is analogous to ‘‘good usage’’ in the 
English language. It is the consensus of authorities. 
The value of an article at any time is the price that 
ought to be paid for it at that time, in the opinion of 
all of those best qualified to judge. 

Exact value must, of course, always remain theoret- 
ical in most cases; but in open speculative markets it is 
approximately established by every price quotation, be- 
cause each of these is no more nor less than the expres- 
sion, in an actual exchange at that instant, by many of 
the best qualified judges of their consensus concerning 
value. 


PART II 
PRINCIPLES AND RULES OF SPECULATION 


Turn, Fortune, turn thy wheel and lower the proud; 
Turn thy wild wheel thro sunshine, storm, and cloud; 
Thy wheel and thee we neither love nor hate. 


Turn, Fortune, turn thy wheel with smile or frown; 
With that wild wheel we go not up or down; 
Our hoard is little, but our hearts are great. 


Smile and we smile, the lords of many lands; 
Frown and we smile, the lords af our own hands; 
For man ts man and master of his fate. 


Turn, turn thy wheel above the staring crowd; 

Thy wheel and thou are shadows in the cloud; 

Thy wheel and thee we neither love nor hate. 
—Tennyson, 


CHAPTER I 
SPECULATIVE MARKETS 


PECULATION in its pure form may best be studied 

in speculative markets. There, although frequently 
it merges with investment and sometimes enters into ex- 
changes which are the ordinary purchases and sales of 
business, it constantly appears unmixed with either of 
these. But before asking the reader to concentrate his 
attention upon it as an isolated entity, I wish to say a 
word or two about the markets themselves. 

Speculative markets are not, as is sometimes supposed, 
deliberately and consciously conceived devices to make 
speculation tempting. On the contrary, they are the nat- 
ural and unconscious development by economic society 
of aids to better distribution. They are the direct result 
of the speculative force in mankind which, in express- 
ing itself in exchanges, constantly evolves better means 
of consummating those exchanges. 

Without deviating at any wide angle from the subject 
in hand, it may be said that to economic society distri- 
bution is quite as important as production. This state- 
ment would seem unnecessary were it not for the fact 
that in very recent years the producing class—especially 
in agriculture—has developed an overweening sense of 
economic super-importance. 

This egotism is not, perhaps, surprising, in view of the 
world’s war, which so enormously increased demand for 
production that supply could not hold the pace. The 
importance of the producer became, for the time being, 
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paramount. But in the natural decline of demand after 
the war, the importance of the producer also waned. It 
was the distributor who immediately became all-impor- 
tant, because he had to assume the burden of the tem- 
porary over-production that then existed. His was the 
labor of distributing huge supplies that had been 
accumulated, 

The inter-relation between distributors and producers 
is the same kind of inter-dependence that exists through- 
out economic society, just as it exists among various 
parts of every other living organism. To attempt to say 
which is more important to society as a whole, distribu- 
tion or production, is as footless as to attempt to estab- 
lish priority in importance to the normal human body 
between the brain and the stomach. Hither one is prac- 
tically worthless without the other. 

The really great problem of the world, since the be- 
ginning of history, has been one of distribution, rather 
than of production, and the producer will do well to 
remember that he owes his commanding position at 
times entirely to those inventions of new means and bet- 
ter methods of distribution, which have put him in touch 
with consumers in all parts of the world. 

The evolution of great speculative markets may be 
outlined briefly as a manifestation of the tendency of 
economic society to protect itself. Self-preservation, be- 
ing the first natural instinct of life, expresses itself in 
every form of life, from the lowest vegetation to the 
highest and most complex social organism. 

As I have already demonstrated, it is because of the 
possibility of a wide difference between price and value 
that fraud, lesser business dishonesty and sharp dealing 
are most frequently practiced in ordinary exchanges. In 
primitive society, as soon as the contractual relation 
came to be recognized at all, individual effort towards 
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profiting through difference between price and value— 
observed in unfair bartering, we may presume, even 
before the invention of money—resulted in continual 
cheating, made easier because of the absence of all mar- 
kets and because of a much lower standard of morals. 
The old legal maxim, ‘‘caveat emptor,’’ speaks volumes 
on this subject. 

Let us assume now, that with the development of so- 
ciety and the necessity for ever more exchanges that 
came with increasing division of labor, since neither 
buyers nor sellers as classes were protected from the 
sharper-witted traders of those early times, they came 
to gather at certain intervals in one place there to make 
their exchanges publicly. These gatherings offered op- 
portunity for open dickering which served to bring 
price and value closer together in every exchange con- 
summated, and also published what those exchanges 
were. 

Such meetings may well be supposed to have taken 
place at first only after harvest. Our county fairs to- 
day, indeed, may be a development of some such primi- 
tive custom. 

It may well be presumed that the auction sale also 
grew out of early efforts to make price and value iden- 
tical in exchanges; and in such primitive markets and 
auctions it must have become apparent that the larger 
was the number of those in attendance, the less opportu- 
nity there was for cheating either of the parties to any 
exchange. 

With the passage of centuries, it may be presumed, 
economic society, always striving to protect itself by 
devising better and fairer means of conducting ex- 
changes among its members, finally developed the great 
speculative markets in stocks, bonds, grain and cotton; 
and also the lesser markets as they exist today. From 


126 SPECULATION 


one point of view, all these markets may be regarded as 
developments from the auction sale, the striking change 
being that in them the buyers and sellers have become 
the auctioneers also. Rules governing the exchanges 
consummated in these organized markets, and protecting 
buyers and sellers in the fulfilment of them, provide 
authoritative reason for depending upon the integrity 
of the contracts entered into, similar to that protection 
whieh is thrown around a public auction by specific law. 

Naturally the greatest speculative markets have de- 
veloped for those things the continual exchanging of 
which is most important to economic society. The vol- 
ume of exchanges, and the necessity for frequent ex- 
change of the articles with which those exchanges deal, 
have evolved the great markets. Lesser markets also 
have developed, but because these do not deal with com- 
modities and securities the continual exchange of which 
among a vast. number of persons is of supreme impor- 
tance to society as a whole, they have not attained so 
great a magnitude, and do not confer upon society so 
great benefits. 

Since the unconscious purpose in the development of 
a speculative market is to bring together and make 
identical in each exchange the price and the value of the 
articles dealt in, it is evident that the greater is the 
number of exchanges which take place in such a mar- 
ket, the more nearly it perfectly performs its principal 
function. This must be so because the larger is the 
number of exchanges consummated, the greater will be 
the number of qualified judges of the articles dealt in 
who are attracted by the market; and, therefore, the 
less opportunity there is for exchanges to take place at 
prices either above or below value. With many experts 
scrutinizing the market at all times, any deviations from 
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value in the price bid or asked for an article will be 
instantly seized on by some of them. 

The benefit to society of having a big, broad market 
that will establish with approximate certainty the true 
value of every article dealt in, by each exchange of that 
article, would seem to be apparent. Thus a man may 
always know the value of similar articles which he pos- 
sesses. Nevertheless, one of our United States Senators 
gravely pointed out to his colleagues, as proof of the 
evil wrought by a certain speculative market, the enor- 
mous volume of exchanges transacted within a given 
period. 

Since all loans on collateral, made by banks and indi- 
viduals, must be based on the value of the collateral; 
and since it is an added advantage for lenders to have 
as security for loans collateral which may be quickly 
and readily disposed of for its full value, the benefit to 
society of a market that tells what that value is from 
minute to minute, and also is ready to absorb large 
quantities of the collateral in question without violent 
price recessions ought to be obvious. 

Another benefit to society of such markets is their 
tendency to make changes in value, and hence in price, 
less sudden than they otherwise might be. Shocks of 
quick depreciation or appreciation are difficult to be 
borne, both by individuals and by society as a whole, 
without harm. Speculative markets are a medium for 
gradual equalization of values to changed opinions and 
conditions, 

A third benefit, and an enormous one, is the in- 
creased range of distribution secured through specula- 
tive markets. Persons in all parts of the civilized world 
are enabled to buy or sell the articles dealt in almost on 
the instant of decision. Huge sums of money, required 
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for the conduct of enterprises and vast industries so 
essential to progress, are secured with speed and com- 
parative ease. Millions of bushels of grain and hun- 
dreds of thousands of bales of cotton are bought and 
‘‘earried’’ in speculative markets. These purchases give 
producers the opportunity, when their supplies are 
heaviest, to get better prices than they otherwise could, 
and allow consumers, when supplies might be unduly low 
because of the careless waste that undemanded plenty 
always causes, to buy at more reasonable prices than 
they might otherwise be forced to pay. 

But a thorough discussion of the benefits conferred on 
economic society by speculative markets is beyond the 
scope of this book. Here the purpose now is to deal 
with speculation in those markets, touching on the mar- 
kets themselves only in so far as is necessary for clarity, 
and neither examining further what they are, nor dis- 
tinguishing specific differences among them, but merely 
to accept them as the medium for most of those ex- 
changes which have been defined as speculation. This 
is the activity I shall at once attempt to analyze fur- 
ther, with a view to discussing its principles and to de- 
ducing certain rules for its successful practice. 

It is only necessary to preface this examination by 
calling attention to a division of speculative markets 
into two great classes. In one of these, an example of 
which is the stock market, the supply of the articles 
dealt in is always known, generally with the utmost 
precision. In the other, an example of which is the 
grain market, the supply is never known, nor can it 
ever be more than loosely estimated, even at those sea- 
sons when the figures concerning the supply are re- 
garded as most nearly correct. 

The enormous importance of this difference between 
these two classes of markets is often lost sight of; and 
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it is not uncommon for a successful speculator in stocks 
to turn his attention to grain with disastrous results, 
because he applies to the latter the same methods which 
have proved successful in the former. 

It is not my purpose to go into any technical explana- 
tion of trading in stocks as distinguished from trading 
in grain or some other commodity. Nor is it my pur- 
pose to elucidate principles that can be applied to 
speculation only in a certain kind of market. Such a 
work will be undertaken later. At present the limits 
within which I confine myself are those which bound 
the investigation of broad, general principles that under- 
lie every speculative market and from which are de- 
duced rules for successful speculation. Clear compre- 
hension of these is a primary knowledge of the prac- 
tical side of speculation, and prepares the way for closer 
study and scrutiny of each kind of market later. 

By far the most important element to understand in 
all speculative markets is what may be called the psy- 
chology of the market. Because this enters into every 
aspect of a market, whether one is considering its ac- 
tion, news, information, possible manipulation, or any- 
thing else which has a part in determining a purchase or 
a sale, it will be discussed first of all. After the reader 
has attained a knowledge of what the psychology of the 
market is, he will readily comprehend a hundred mean- 
ings in market action in the light of news, gossip, of 
what he really knows and of what he believes, which 
previously had been beyond his powers of interpreta- 
tion. 

Fully to appreciate that the speculative force, which 
underlies all speculation, is a mental attribute in all 
mankind, stronger in some individuals than in others but 
present in all of them, is to recognize the overwhelming 
part played by the psychology of the market in produc- 
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ing price changes. Knowledge of the causes of ob- 
served effects is the surest means of foreseeing on innu- 
merable occasions, often with startling precision, how a 
market will act. Such prevision becomes possible be- 
cause all market fluctuations are effects of the specula- 
tive force going into action; the transmutation of 
thought into deed. The market, in all its ups and 
downs, in its doldroms and in its panics, is nothing less 
than a living record of the results of a definite kind of 
human thought, which is always urged into action by 
the same force. 


CHAPTER II 
THE PSYCHOLOGY OF THE MARKET 


Y the psychology of the market I mean those par- 

ticular states and changes of the individual thought 
of speculators, and the causes of them, which result in 
making the speculative force underlying market action 
stronger, or in changing its direction, or in weakening it, 
or in making it conflicting and confused, or in concert- 
ing it into an overwhelming strength that produces all 
the effect of complete unity. Because all fluctuations in 
price—that is, the action of the market—are caused by 
speculative force going into action, it is evident that 
how this foree grows stronger or weaker, why it 
changes its direction and the manner in which it is 
transformed into active power in the market, are of first 
importance to the speculator. 


The most obtuse observer of any great speculative 
market almost immediately discovers that it provides 
him with many startling surprises. Although some- 
times it does exactly what he anticipates with the grati- 
fying alertness of a well trained servant, quite as often 
it acts in a manner that seems to be absolutely contrary 
to the way in which it ought to act under the circum- 
stances. As the market is always subject to the same 
laws, there must, of course, be quite as good reasons for 
fluctuations that surprise the observer as for those which 
accord with his expectations. Consequently, every fail- 
ure to anticipate in an exchange an action of the mar- 
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ket, must be due either to error in the reasoning of the 
speculator, or to failure on his part to act in accordance 
with his reasoning when that is correct. To discover 
what laws govern market action with a view to fore- 
casting more accurately what its moves will be, is the 
practical purpose of this investigation. 

The observer who does not early come to comprehend 
that it is not actual facts or news in themselves that im- 
mediately affect the market, but the interpretation first, 
of those facts and that news, and second, the presump- 
tion of how those facts and that news will affect other 
speculators, acted upon by the balance of speculative 
power, has no right to the name of observer at all. 

Here I have made use of a new term, speculative 
power. Let me define it before proceeding further. 
Speculative power is not the same as speculative force; 
the latter is thought. Speculative power is the money 
representative of speculative force, but it is by no means 
commensurate with the strength or weakness of the 
latter. 

For example, consider a speculator in whom the spec- 
ulative force suddenly grows to enormous strength. As- 
sume, however, that he has only $100 in the world. He 
speculates to the very limit of this sum in a single oper- 
ation. But another speculator, in whom the speculative 
force at the same time is much weaker in the contrary 
direction, may make use of $1,000 on the opposite side 
of the market. Here, then, eliminating every other mar- 
ket factor for the moment, would be one speculator, 
moved by a high degree of speculative force represented 
by a speculative power of only $100, opposed to a specu- 
lator moved by a much weaker speculative force, but 
represented by a speculative power of $1,000. 

At all times a speculative market includes in it specu- 
lators moved by every degree of speculative foree which 
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is represented by varying degrees of speculative power 
out of all proportion to that force. Underlying this is 
the investment power, representing speculative force 
that has been satisfied and is unlikely to be roused into 
a new expression of itself, except under most startling 
conditions. But this investment power, just as in the 
case of the speculative power, is out of all proportion to 
the speculative force which it represents. Thus it is 
that often, although there may be unity in the direction 
in which the greatest amount of speculative force is ex- 
erted through an overwhelming majority of individual 
speculators, still the aggregate speculative power repre- 
senting that force is smaller than the speculative power 
representing a lesser speculative force acting in the op- 
posite direction through a minority of the whole number 
of speculators. This is a common condition in a market, 
and exists to a marked degree at those times when 
every one —‘‘the public’’—seems to be on the wrong 
side of it. 

If I have made my meaning clear, it is apparent that 
what is termed the balance of speculative power directs 
every movement of the market, quite irrespective of 
whether the balance of speculative force is in agreement 
with it, or opposed to it. This balance of speculative 
power is that mysterious ‘‘they,’’ of which every man 
who looks at a blackboard, or bends over a ticker, speaks 
so frequently without knowing to what he refers. If he 
is a novice in speculation he probably presumes that 
this ‘‘they,’’? mentioned so constantly, is some clique or 
combination of big money interests. Often it is; but just 
as often, probably, it is not. The biggest speculators, 
like the smallest, are back and forth on both sides of 
the market or out of it temporarily, but always the bal- 
ance of speculative power is forcing prices up or down, 
denoting in the variations from instant to instant the 
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authoritative conclusions of composite opinion concern- 
ing value. 

Frequently the balance of speculative power coincides 
with the speculative power representing thousands of 
small speculators. Often some of the largest speculators 
oppose it, and the market goes against them in conse- 
quence. Sometimes the whole speculative power in the 
market is evenly divided, and remains at deadlock for a 
considerable period, each opposing portion of it made up 
of the money in use by a number of large speculative 
leaders with their innumerable smaller followers. 

This, also, is an ordinary condition of the market. For 
a time shifts of a small balance of the speculative power 
take place from side to side, until, finally, some psycho- 
logical change in the speculative force develops a de- 
cided change in the balance of power, and then the mar- 
ket sets in on a pronounced move in one direction. 

The personnel of speculators who coincide with, and 
whose money makes up, the balance of speculative power 
is constantly changing most of the time. Obviously, as 
the balance of power is always right, the aim of every 
speculator should be to coincide with it and act with it, 
quite irrespective of the urge of the balance of specu- 
lative force to which he is psychologically susceptible. 
This, of course, is only another way of telling the spec- 
ulator always to be on the right side of the market, a 
bit of sufficiently fatuous advice were it intended as a 
seriously offered admonition. 

But I am trying to make clear fundamentals which 
enter into the psychology of the market, and in bring- 
ing underlying factors to the surface I am attempting 
to show, for the sake of clarity, with what they are 
synonymous, To tell a speculator that he must try to 
be on the right side of the market, although it means 
the same as to tell him he must try to be part of the 
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balance of speculative power, does not point the way to 
success, as the latter direction may in the light of what 
follows. 

It is essential that the reader have a good under- 
standing of the psychology of crowds, if he is to begin 
to perceive how the balance of speculative power is 
constantly changing its personnel, and if he is to begin 
to comprehend how a speculator may discern when he 
must change his position in the market to remain with 
the balance of power, and when he should under no cir- 
cumstances change his position. 

Although the balance of power is always directing the 
market, it often is dependent on a speculative force that 
is growing in strength which will develop power to 
push prices much farther in one uninterrupted direction, 
or again the speculative force is often weakening, 
preparatory to turning the speculative power that rep- 
resents it in a direction opposite to that in which it has 
been exerting itself. Sometimes the balance of power 
changes its direction almost instantly. Such shiftings, 
and preparations to shift, are reflected in the market 
action itself, sometimes with wonderful certainty, and 
almost always are due, first and foremost, to crowd 
psychology in its effects on the speculative force. 

‘In its ordinary sense,’’ says Gustave Le Bon, ‘‘the 
word ‘crowd’ means a gathering of individuals of what- 
ever nationality, profession, or sex, and whatever be the 
chances that brought them together. From the psycho- 
logical point of view the expression ‘crowd’ assumes 
quite a different signification. Under certain circum- 
stances, and only under those circumstances, an ag- 
glomeration of men presents new characteristics very 
different from those of the individuals composing it. The 
sentiments and ideas of all the different persons in the 
gathering take one and the same direction, and their 
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conscious personality vanishes. A collective mind is 
formed, doubtless transitory, but presenting very clearly 
defined characteristics. The gathering has thus become 
what, in the absence of a better expression, I will call 
an organized crowd, or, if the term is considered pref- 
erable, a psychological crowd. It forms a single being, 
and is subjected to the law of the mental unity of 
crowds. 

“It is evident that it is not by the mere fact of a 
number of individuals finding themselves accidentally 
side by side that they acquire the character of an or- 
ganized crowd. A thousand individuals gathered in a 
public place without any determined object in no way 
constitute a crowd from the psychological point of view. 
To acquire the special characteristics of such a crowd, 
the influence is necessary of certain predisposing causes 
of which we shall have to determine the nature. 

‘The disappearance of conscious personality and the 
turning of feelings and thoughts in a different direc- 
tion, which are the primary characteristics of a crowd 
about to become organized, do not always involve the 
simultaneous presence of a number of individuals on one 
spot. Thousands of isolated individuals may acquire at 
certain moments, and under the influence of certain vio- 
lent emotions—such, for example, as a great national 
event—the characteristics of a psychological crowd. It 
will be sufficient in that case that a mere chance should 
bring them together for their acts to at once assume the 
characteristics peculiar to the acts of a crowd. At cer- 
tain moments half a dozen men might constitute a psy- 
chological crowd, which may not happen in the case of 
hundreds of men gathered together by accident. On 
the other hand, an entire nation, though there may be 
no visible agglomeration, may become a crowd under 
the action of certain influences.”’ 
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Particularly observe in regard to a psychological 
crowd about to become organized—in so far as the point 
has bearing on a speculative market—that it is not nec- 
essary for the simultaneous presence on one spot of the 
individuals who form the crowd. What is necessary is 
that the same emotions are aroused simultaneously in 
the individuals. Im speculation the stimulus to arouse 
the same emotions is constantly furnished by news 
agencies and by the fluctuations of the market itself to 
thousands of speculators who already are represented in 
the market by speculative power, and also to thousands 
of others not at the moment so represented in the mar- 
ket, but moved by the speculative force in ways similar 
to those which actuate speculators who are represented. 
So excellently and so quickly are market news and price 
changes widely disseminated that the certain means for 
emotional contagion is always present; and under proper 
conditions individuals, isolated in thousands of different 
parts of the country, may be organized almost instantly 
into a psychological crowd. 

It must not be understood that the great majority of 
all these individuals is usually organized into a single 
crowd. This is an extremely rare occurrence, but it does 
happen; and its effect is a panic of falling prices or a 
wild bull market that leaps upward beyond all sane ex- 
pectations, as in a period of wildly extravagant beliefs 
such as are often produced in time of war. In such a 
case speculators generally are repeatedly transformed at 
short intervals into one psychological crowd, and the 
law of its mental unity is told by the rapidity and per- 
sistence with which prices move in a single direction 
without any decided let or hindrance. 

But such a psychological crowd is rare. The usual 
situation in a market is this: thousands of speculators, 
large and small, are in the market in various positions; 
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those in each position may be regarded as a group the 
members of which, although quite unconscious of any 
relationship with others of the same group, are, never- 
theless, susceptible in the same degree to the same emo- 
tions. Under proper circumstances any of these groups 
may become organized into a psychological crowd which 
acts with that mental unity which is its chief charac- 
teristic. 

The various positions which these groups are in are 
not defined by the specific amounts of loss or profit 
which the individuals in each group have suffered or 
obtained, but by the relation of those losses or profits to 
the speculative capital available in each individual case. 
Thus a speculator whose capital may be no more than 
$1,000 may, nevertheless, if he is so conservative that he 
restricts the speculative power representing his specu- 
lative force to a very small amount of money in relation 
to his capital, be in a group with a speculator who is a 
millionaire and deals in enormous quantities of the se- 
curities or commodities traded in. On the other hand, 
a speculator, even though he has a large capital, who 
presses his speculations to the limit, may be in a group 
with a speculator who has only a couple of hundred 
dollars in the world, all of which is at issue. 

It should be clear that the group to which any specu- 
lator at any time belongs depends primarily on the amount 
of his speculative power in relation to his capital at that 
time. Thus fluctuations of the market, as they are con- 
stantly changing this relation in the cases of thousands 
of speculators are also constantly changing the personnel 
of the different groups, increasing some in the number 
of individuals composing them, and decreasing others, 
or forming new groups altogether. Finally, perhaps, 
some bit of news, some piece of gossip that spreads like 
cholera, or some sudden action of the market itself, con- 
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verts a group into a psychological crowd which acts with 
the unity of a single individual in exerting its specula- 
tive power. 

It is quite possible that the very same news, or gossip, 
or even market action, may at the same time convert two 
groups into psychological crowds whose immediate ac- 
tion is absolutely contrary. Furthermore, it must be 
remembered that at all times there are orders in the 
market awaiting execution at various prices, and that 
thousands of speculators, who are not represented in the 
market at all, are constantly within the circle of its in- 
fluence and subject to the emotional contagion which 
may convert one or more groups of them into psycho- 
Jogical crowds which act under the proper circumstances 
in a precisely similar manner. 

It is obvious that the sudden conversion of any group 
of speculators into a psychological crowd, whose specu- 
lative foree igs instantly discharged in unified action, 
may bring enough speculative power to bear upon the 
market to produce a decided movement. A _ reactive 
effect from such a movement upon another group of 
speculators may convert them into a psychological crowd 
which, in turn, instantly discharges its speculative force 
as & unit that carries all the speculative power that rep- 
resents it. 

Now at all times in the market there are those excep- 
tional individual speculators who, by superb will power 
and by the exercise of speculative method, keep them- 
selves immune to the emotional contagion which leads 
the average individual to lose his own personality, tem- 
porarily, in a psychological crowd, and results in his 
action being directed by the lower collective intelligence 
of the crowd, instead of by his own intellect. Such men 
are the successful speculators. They seldom lose them- 
selves in crowd action, but rather take advantage of it, 
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now acting with a crowd, now against one, with rare 
individual judgment that is founded upon a profound 
knowledge, conscious or unconscious, of the psychology 
of crowds, how those crowds act, why, when, and what 
brings about such action. 

‘Little adapted to reasoning,’’ says Le Bon, ‘‘crowds, 
on the contrary, are quick to act.’’ 

They represent the sudden reversion to brute intelli- 
gence. The reflective foresight of the individuals that 
compose them is wiped out, and the mental unity of the 
crowd is but emotional impulse that expresses itself in 
action, sudden and unreasoned. 

The speed of action on the part of a speculative group 
representing considerable speculative power, if the group 
is converted into a crowd, often by its effect on the 
market in a quick change of price spreads contagion to 
another group which, converted into a crowd, acts with 
the same unity in the same way. The result is a sharp, 
rapid break in prices; or a quick, rushing advance, which 
may run on like a string of falling dominoes, to be fol- 
lowed by an abrupt reversal brought about by the sud- 
den discharge of speculative force into power from an 
organized crowd which acts in the contrary direction. 

As crowd psychology is, in my opinion, by all odds 
the most important incident to speculative markets; and 
as an understanding of it alone, and of the market ac- 
tion which interprets it, is of far more practical value 
to a speculator than any knowledge he generally ean 
gain of the articles dealt in or any information he may 
receive that he ean safely rely upon, I shall push the 
investigation of this topic farther in another chapter, 
examining there the two all-powerful emotions that 
underlie all speculation and that hold all speculators par- 
ticularly susceptible to crowd organization, in which 
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these emotions surge up like a tidal wave and drown out 
all reason in the individuals composing the crowd 
affected. 


CHAPTER III 
GREED AND FEAR 


i Rice two great emotions which at all times tend to 

direct the speculative force are greed and fear. These 
are still man’s ruling passions, and the measure of his 
control over them marks the limit of the civilization he 
has achieved. 

What I have defined as speculation is the development 
through the centuries by society of a cleaner battle- 
field for the struggle which decides the survival of the 
fittest in the economic sense. Here the combat is carried 
on under well established rules—often broken, of course 
—which law and custom have laid down. But no rules 
can diminish the intensity with which man does what 
law and custom permit, and on the modern battle-field 
the struggle is no whit less bitter or less dogged than 
was a pre-historic fight among primitive cave-men over 
scraps of food that could mean life to only a part of 
their whole number. Moreover, the self-same emotions 
impel the combatants. 

There is this great difference, however, between mod- 
ern strife for dollars and the pre-historic clubbing of one 
another by cave-men: victories nowadays are won men- 
tally rather than physically, and by control of emotions 
rather than by giving them reign. To keep the upper 
hand of his own greed and fear is the supreme necessity 
of him who hopes to win even a chance at success in 
speculation. 

In a speculative market self-control is the first lesson 
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the speculator must learn. He is constantly being played 
upon by a stream of emotional stimuli. News, gossip, 
whispered information, sharp changes in price, set his 
nerves to quivering like the filament in an incandescent 
light globe. Always these stimuli are playing upon his 
fear and greed; and he must retain an unrelaxing in- 
tellectual mastery of himself. Once he loses his grip on 
his emotions, if only for an instant, and he is gone. His 
will and reason are swept away, and he acts on impulse 
like a grinning ape, along with others in the same spec- 
ulative group, whose individualities also have been col- 
lected into crowd unity. 

It is quite unnecessary for me to insist on the truth of 
what I have said to any man who has speculated in 
markets at all. He can look into his own heart for con- 
vincing confirmation of it, There, also, he may read 
why it is that the market beats no one, but that every 
speculator who loses simply beats himself. 

But to him who has not gained such accurate knowl- 
edge through speculation, this dissertation on the pe- 
culiar psychology of markets ought to be immeasurably 
enlightening. That practically no attention has—so far 
as I have been able to ascertain—been paid to it here- 
tofore, is but a sad homily on the academic unhuman- 
ness, if I may use that word, of economists who have 
slurred over speculation with such cool brevity. Like 
the Chinaman who, on seeing for the first time a cable- 
ear, said, ‘‘No pushy, no pully; all samey go like helly,’’ 
they note that prices are continually moving, but re- 
main blind to the mighty force that drives them up or 
drags them down. 

As the purpose of this book is to be of practical benefit 
to the speculator—whether he is well seasoned, or a 
novice in market trading—its expositions, admonitions 
and suggestions must be aimed at the average man. The 
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stupid ass who believes the world, or any part of it that 
depends on human thought, is ruled by ‘‘luck,’’ I have 
no time to talk to. And the man who, knowing as he 
must on what the whole of life insurance is based, would 
still ignore the value of familiarity with the calculus of 
probabilities, him, too, I must urge to look for sympa- 
thetic agreement with his views elsewhere. 

The successful speculator needs nothing that this 
book, or any person, can tell him. Success always is 
self-sufficient; but these chapters may interest him, nev- 
ertheless, by making him recall that those correct mar- 
ket conclusions he has so often reached were based, 
consciously or unconsciously, on his prevision of the 
effects of organized crowd action. The organization of 
such crowds into collective minds that acted with unity, 
he foresaw because he rightly understood the effect that 
would be produced by some piece of news, or knew the 
holdings of certain speculators, or of orders that were 
coming into the market; and he well gauged the amount 
of advance or decline that would be sufficient to force 
some group to act en masse, the stronger minds in it 
whirled into impulsive action with the weaker through 
temporary loss of reason and will power under the emo- 
tional attacks of fear or greed. 

As I pointed out in the preceding chapter, the posi- 
tion of the speculator in the market, as that position 
tends to affect more or less his control of himself as an 
independently thinking individual, rests upon the rela- 
tion to his speculative capital borne by the loss or gain 
he has suffered or obtained at that instant, in the trans- 
action in which he is involved. To make this clear 
recall that the object of every speculation is to increase 
the amount of capital involved in carrying it through. 

Presume, now, that a speculator with a speculative 
capital of $1,000 buys fifty shares of a certain stock at 
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par. He carries them on a twenty point margin. It is 
obvious that, if the market advances, he will have 
greater control of his fear, although less, perhaps, of his 
greed, than if it declines. It must also be apparent that 
if a second speculator, also with a speculative capital of 
$1,000, buys only ten shares of the same stock at the 
same price, he is always in a better mental state for 
successful operation—presuming all other things are 
equal—than the first speculator. He is not nearly so 
likely to lose his head because of some sudden break or 
some bit of startlingly bad news and, instantly sub- 
jected to crowd influence, act in a way that he will 
begin to regret immediately afterwards. 

Now the reason the purchaser of ten shares is not so 
likely as the purchaser of fifty shares—their speculative 
capital being equal—to act impulsively under the same 
circumstances, is simply because, psychologically, he is 
farther away from fear. His position in the market is 
different. He belongs to a different speculative group. 
In fact, he is in a group with investors, even though he 
is a speculator, because he has bought his ten shares of 
stock cutright. 

When this simple enough example is thus offered to 
the reader he readily grasps why it is that over-trading 
puts a curse on most speculators, be they large ones or 
small. It strips them of their intellectual mastery over 
themselves, At the very outset their reason and will 
power have succumbed to greed. In their rapacity to 
make more money—rather than just to make money— 
they innoculate themselves, as it were, with the emo- 
tional poison which eventually, under contributory cir- 
cumstances, overpowers them. 

Over-trading is the greatest abuse of speculative mar- 
kets. It makes no difference whatever what the size of 
a speculator’s capital may be; not one man in a thou- 
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sand, whether he has a thousand dollars or one hundred 
thousand, has brains enough to control his greed so that he 
may hold himself in a position at all times where he has a 
fair chance to win. The corollary? Not one man in a 
thousand consistently makes money in any speculative 
market. 

There are many who begin to speculate with some de- 
gree of common sense, but few have the will power to 
hold to the wise course upon which they get away. 
Greed and fear—often even silly fear of their own brok- 
ers’ opinion—lead them to trade in far larger lots than 
their better judgment dictates. 

As the first object of every speculator should be to 
make himself immune, if possible, to those emotional in- 
fluences which constantly threaten to deprive him of his 
individuality and power of independent decision, and to 
reduce him to the condition of a mere atom in an or- 
ganized crowd, he should take every reasonable pre- 
caution at the beginning of every speculative operation 
to minimize the first cause of such overpowering emo- 
tion. He may always do this by restricting the size of 
his transaction so that it involves no more than a proper 
proportion of his speculative capital. 

In the heady current of speculation only a strong man 
can swim upstream. Sometimes this is most necessary. 
Even the wisest speculator is often called upon by mar- 
ket exigencies to work himself out of a loss. By just 
so much as he has overburdened himself at his initial 
plunge, in his greed to make money, by just that much 
has he lessened his chances in time of stress of ever 
getting safely back to shore. The amount of his specu- 
lative capital represents his strength as a swimmer, 
and this strength is overcome precisely in proportion to 
the burden he is attempting to carry. 
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Can anything make clearer, then, that the first and fore- 
most rule for trading in a speculative market, the very 
cornerstone for the humblest habitation or the most mag- 
nificent palace of success, is Do Not Overtrade? 

The small percentage of speculators who began trading 
in markets years ago that still trade in them today are 
those who have—with rarest exceptions—rigidly observed 
that rule. With most of these, any dark spots in their 
market careers were caused by breaking that rule. There 
lay the Sloughs of Despond out of which they have painfully 
struggled back to firm footing. Nor did they get back, 
be it remarked, by any second breaking of the rule and 
thus suddenly lift themselves out of their trouble. They 
got back by returning to strict observance of the rule, and 
by not deviating from it again. 

How many in every thousand who first began speculat- 
ing in markets only a few years ago survive and have 
made money? Perhaps they could be counted on one’s 
fingers and toes. All the others in each thousand were 
those who were ready to plunge on anything; they were 
the game fellows; they were eager at a moment’s notice 
to take any kind of chance; what some one else did was 
good enough for them to follow blindly; they were always 
ready to rush into the market. Thousands more talk the 
same way and do the same things today. They are nature’s 
bounty toward paying the expenses of progress; the great 
army of modern minute men—the ‘‘suckers.’’ 

And yet nowhere outside of a speculative market that 
I know of is a man of moderate means offered the oppor- 
tunity to put himself into a class with men of great wealth 
—to take a position analogous to theirs, make money just 
as easily as they do, and make just as much as they in 
proportion to what he has. 

A speculative market at all times offers this great oppor- 
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tunity. Life itself can do no more. But the man who 
would grasp it must, to make the most of it, prove that 
he is worthy. He must control himself. 

An old authority on such matters puts control of self 
above the taking of a city; so it were unwise to select 
market speculation as a method of acquiring wealth, in 
the belief that it is an easy one. Control of self, however, 
as many moralists see it, is the whole object of life, the 
whole purpose of living; and to achieve such control 
wins the only reward in dying. Certainly self-control is 
the highest intellectual attainment that can be gained 
by every one quite irrespective of his natural or arti- 
ficial advantages. Speculation offers opportunity for 
its constant development and, at the same time, an inter- 
est inferior to that offered by no other pursuit. 

The right study of speculation and markets is the 
study of man engaged in a highly concentrated form 
of his most natural activity in modern life —the chase 
after dollars. It shows him stripped to what he was 
before ever he put on a suit of evening clothes; it shows 
him proud as Lucifer and humble as Lazarus within the 
hour; it shows him pompous, presumptious, untrust- 
worthy, self-deceiving, dishonest, politie, lying, tactful, 
overbearing, truckling, bootlicking, envious, obsequious, 
mean, grasping, benevolent, kind and good. In a word, 
it shows him just as God made him, and nothing ought 
to be more worth while looking at. 


CHAPTER IV 
RULES AND PRINCIPLES 


ULES,”’ says W. Franklin Jones, ‘‘are practical; 

they are statements of ways of doing things. Prin- 

ciples are intellectual; they are formulated statements 
of standards of judging things.’’ 

Speculation may be regarded either as a science or 
as an art. It has generally been regarded heretofore 
as a science—as a part of economics. But it is the 
purpose of this book henceforth to regard it as an art. 

‘‘ Theorists,’’ says Sir G. C. Lewis, ‘‘ by an observa- 
tion of particulars and by generalizing on them, attempt 
to construct a system of scientific propositions with 
respect to a certain subject; upon which system a set of 
rules for the guidance of practice may be founded. 
These rules form an art.’’ 

The last sentence of this explanation would more 
clearly, I think, convey its writer’s meaning if it read: 
‘* These rules prescribe the technique of an art.’’ 

The technique of an art is merely the method of 
accomplishment, and it is good or bad as it is in accord- 
ance with rules that are based upon correct principles. 

The object of science, as distinguished from the 
object of art, is knowledge. The object of art is accom- 
plishment of preconceived effect. 

“Tn art,’’ says Whewell, ‘‘ truth is the means to an 
end; in science, it is only the end. Hence the practi- 
eal arts are not to be classed among the sciences.’’ 

Speculation, since it is one of man’s principal ways 
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of attempting to make money, must surely be classed 
as a practical art. In discovering its sound principles 
and in developing rules for guidance in practicing it, 
moreover, because it deals so largely with emotional 
effects, familiarity with some of the fundamental prin- 
ciples of the fine arts, even, is likely to be helpful. 

Now, in all fine art, to have from the very outset a 
clear conception of the end aimed at is the first prin- 
ciple. A great picture is not painted by chance; a 
wonderful poem or a successful book is not written by 
luck. From the beginning the painter or author well 
knows what he is trying to do, and he never deviates 
for an instant from his purpose. If the end he aims at 
is great enough, the value of his art depends altogether 
on the technique with which he accomplishes that end. 

This driving towards a certain end, as it is pre-emi- 
nently the aim in every work of fine art from the 
very beginning, is also, or should be, the first principle 
in every practical art. The method of arriving at the 
end sought is the technique, and this is prescribed by 
rules which, in turn, are based upon principles discov- 
ered by analysis of the subject concerned. 

Already I have pointed out that the speculator is dis- 
tinguished from the investor primarily by his aim in 
the use of the money involved. The former seeks to 
increase his capital; the latter seeks to secure reason- 
able payment for its use. 

With the investor, the instant he has made his in- 
vestment his purpose is fulfilled. If for any reason the 
investment fails to come up to his expectation, such 
failure is not due to any fault in the way in which he 
carried out his purpose. 

Bat with the speculator, when he has first bought or 
sold in a speculative market his speculation is only 
begun. Until he has sold or bought back again his 
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speculation is not completed. Consequently, the end he 
aims at should be firmly held in mind, and he should 
exercise every rule he knows to accomplish it until it is 
achieved. But does he do this? Not one speculator in 
a thousand does it. Not one of them but what —to use 
the term of art— has faulty technique. 

For example, a speculator vaguely believing that 
he can make some money by a purchase in the stock 
market, buys a hundred shares of stock. The price of 
the stock advances two points. To secure a couple of 
hundred dollars profit all he needs to do is to complete 
his speculation by selling the stock. But he has in mind 
no definite sum as the profitable aim of his speculation, 
and his greed for a larger profit leads him to hold on. 

The market turns, the price of his stock declining 
until it is only one point above what he paid for it. 
Now his greed will not permit him to take a profit that is 
less than he could have taken. He waits for another 
advance. Perhaps it comes. The stock may even go 
higher than it went before, but still his greed prevents 
him from taking a profit. Then the market breaks. 
His stock shows a loss, but greed makes him obstinate. 
He hangs on until the size of the decline transforms 
his greed into fear. Finally, in a moment of pitiful 
emotional weakness, he sells out at the bottom and takes 
a loss of five or ten points. 

This is no unusual case. It is the common one. The 
average speculator, with the stupidity of his ignorance, 
goes at speculation as if he wished absolutely to prevent 
any possibility of his being successful. He does this 
again and again, in spite of the fact that he must have 
some glimmering idea that in speculating he is engag- 
ing in the most difficult kind of transactions to carry 
through profitably. Nevertheless, at the outset he over- 
trades; and, to make matters worse, nine times out of 
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ten, he has no conception whatever of any specific sum 
that he is trying to gain by his speculation. The result 
almost inevitably is that he remains in the market 
like a rudderless boat in a stormy sea, until excessive 
fear caused by the gradual growing of his loss on paper 
towards the limit of his capital that is available, forces 
him, willy-nilly, out of the market. He has been a mere 
shuttlecock for his own emotions, greed and fear, batted 
about by them until he has been knocked out of bounds. 
It is as if he chose, rather than to be one of the players 
in a football game, to be the football 

With the average speculator, it may be set down 
almost as a matter of course, that the moment he goes 
into a speculative market he is doomed to lose. This is 
principally because no matter how much of a profit he 
obtains on paper, he will seldom take it. His greed 
will not allow him to do so. He merely gazes upon it in 
imagination, fascinated, like a bird hypnotized by a ser- 
pent, until some turn in the market takes it away from 
him, and finally forces him out of the market altogether 
by extinguishing his speculative power —that is, his 
capital. 

So far I have deduced two great general rules for all 
market speculation: 1. Do not over-trade. 2. Never 
enter upon any speculation without clearly conceiving 
precisely what is the amount of profit sought, and what 
is the amount of the loss that will be submitted to in the 
effort to secure that profit. 

In themselves these very rules suggest the third great 
rule for speculating, but instead of proclaiming it at 
once, I prefer to develop it slowly, believing that by so 
doing I will more readily convince the reader of its 
importance and more deeply cut his memory with its 
impression. 

In considering the two rules already laid down a 
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certain type of mind to which they may come to be con- 
veyed will, perhaps, heat with scorn and ridicule. Espe- 
cially the first rule may arouse antagonism in such a 
mind. Its possessor may cry out: ‘‘Pooh! Every one 
knows that over-trading is the pitfall of most specula- 
tors, but just exactly what is over-trading? What is the 
proper relation between the size of a speculation and 
the capital available for it?’’ 

This is not a profound question. It tags, like a price- 
mark, the man who asks it. He is not likely ever to 
become a successful speculator. 

Tt ought to be apparent that no specific, mathemat- 
ical proportion can be laid down as the correct ratio in 
all cases between the size of a speculation and the total 
amount of the capital available for it. He who would 
believe that a set of iron, specific commands may be laid 
down for definite action under all varying circumstances, 
which will make successful speculation certain, little 
understands what speculation is. Nor has he a keen 
insight into the meaning of what he has been reading 
here, 

Human nature is always the same, but infinitely va- 
rious. No two men are exactly alike; and in no quality, 
perhaps, do they differ so widely as in courage. What 
is a correctly conservative proportion in the size of a 
speculative operation, relative to the size of the capital 
available for it, in the case of a courageous speculator 
might be for a timid one most hazardous. Although the 
same emotions work on all speculators in the same way, 
they do not affect them all to the same degree. Hence 
temperamental difference may, in many instances, offset 
difference in the proportions between the size of specula- 
tions and the amounts of capital available for them. 

Risk is wholly relative. What becomes absolutely 
peril to one man is every day business to another. Blon- 
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din, carrying a person on his back, walked a tightrope 
across Niagara Falls and probably suffered no great 
nervous tremors in accomplishing the feat. To a child 
learning to walk, to totter across the nursery is an 
adventure fraught with appalling risk. 

Contemplation of these inequalities in the impressions 
produced by contacts with life leads directly to the 
realization of what the third great rule for speculation 
is: Every speculator must learn to think for himself. 

He who is about to engage in market speculation for 
the first time, probably knows too little about himself 
wisely to set the proper limit on the size of his initial 
speculation, the amount of profit he seeks and the 
amount of loss he will submit to. All this he must learn 
by introspection and experience. Until he does learn, 
however, he can make no mistake by limiting all the 
sums alluded to with utmost conservatism. It always is 
easy to increase one’s speculations, both in size and num- 
ber. To cut them down is difficult. 

Most seasoned speculators are experienced both in 
large and small operations. But there is this difference 
between the successful ones and the unsuccessful. The 
former always base the size of their speculations on 
what to them are sound reasons. The unsuccessful ones 
develop the habit of trading as often and as heavily as 
they possibly can; and come finally, towards the end of 
their speculative lives, to what seem by comparison 
penny-tossing operations, which are small merely be- 
cause the speculators in question have little capital 
available, and for no other reason, but are still far too 
large in proportion to that capital to offer any sane 
prospect of succcess. 

In every speculative operation, by always making his 
first speculation a small one, the speculator always has 
in reserve capital for use when it is most desirable and 
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most necessary —that is, when he is called upon to 
work out of a loss. Then is the time when the call upon 
him for cool, unbiased thinking and for courageous 
action is greatest; and at that very time, because his 
loss has brought him psychologically nearer to fear, his 
confidence in himself is less sanguine. If, however, his 
loss is the result of a transaction small in comparison 
to his capital, the emotional effect of it is much less 
and, consequently, his reasoning powers are less im- 
paired and his courage less affected. 

Strangely enough many speculators— and some of 
them by no means novices at speculation —enter the 
market with a wholly distorted sense of what specula- 
tion is. They seem to feel that there is something dis- 
graceful in proceeding with utmost caution, as if the 
consciousness that they were trading carefully, and in a 
way that they could afford, would somehow belittle 
what they conceive in a kind of boyish egotism is their 
high honor as speculators. Immature intellectually, 
erratic, unbalanced emotionally, they fancy it to be some- 
thing akin to glory to take to themselves as a rule for 
speculating that precept of the poet in regard to love: 


‘‘He either fears his fate too much, 
Or his deserts are small, 

That dares not put it to the touch, 
To gain or lose it all.’’ 


These persons always confuse speculation with gam- 
bling. They are, in fact, speculating to amuse them- 
selves; and as they wish to get the greatest amount of 
emotional entertainment and to be regarded with some- 
thing like awe by their fellows, they always foolishly 
go to the utmost extreme in over-trading. Their folly 
is an intense form of what is vulgarly called ‘‘four- 
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flushing,’’ but it is extremely reprehensible because, 
invariably, it is carried on at some one else’s expense. 
It is an extravagance similar to that which leads men 
and women to live in ostentatious style beyond their 
means, rather than to live simply and out of debt. To 
mimic that which we cannot attain is too well known a 
human trait to need much discussion, and just as infer- 
iors in the social register are continually aping their 
betters in the hope of deceiving some one in regard to 
their true status, so many petty speculators, by over- 
play, try to assume the air of plungers who operate with 
enormous capital. 

They deceive no one except themselves for long. It is 
impossible for them to do so, for usually they are in 
debt and, no matter how unwisely they increase the size 
of their speculations in proportion to their capital or 
their credit, they can never bring their operations up to 
the size of those of really big, successful operators, whose 
transactions are usually conservative in proportion to the 
capital which they have available. As a result, therefore, 
of this silly over-trading these sophisticated, but intel- 
lectually immature hopefuls, place themselves at once 
in the hands of the really big operators, and become 
the unconscious tools of the very persons whom they 
repeatedly accuse of market manipulation; for it is sel- 
dom difficult to learn exactly where and how these 
would-be plungers stand in the market, and as they are 
always extended in the speculative sense to the limit, it 
is easy to bring about their collapse through a compara- 
tively small market fluctuation, which may be merely 
preliminary to a decided market movement in the con- 
trary direction, but which nevertheless organizes them 
into a psychological crowd that acts with the unity of a 
flock of sheep, to the decided advantage of real specu- 
lators, 
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This type of speculator can never get very far, even 
under the most favorable auspices. The men who con- 
form to it are without self-control; they cannot learn 
the most obvious lessons from experience, and would 
shoulder upon Fortune the blame for their own short- 
comings of character. They are on the road that leads 
only to ruin, no matter how pleasant the scenery is now 
and then along the way, for when they are temporarily 
successful they at once increase so greatly the size of 
their speculations that the moment they suffer a single 
loss they are worse off than ever they were before. 

These puppets of their own overwhelming greed and 
folly, in spite of the fact that they can look back over 
several years and often see that steadily they have lost 
and sunk deeper into debt, still believe that they possess 
speculative ability of a high order, although every proof 
is to the contrary. With them speculation has become 
a vice, like drunkenness. They operate in such a way 
that it is necessary for them always to win, without 
any intermediate losses, to be really successful. It is 
as if a man on every gain he made inereased the size 
of his next speculation by the whole amount of that 
gain, and continued to follow this method with unweary- 
ing optimism through a period of profitable operations, 
quite irrespective of the amount of the profits. Event- 
ually there comes a set-back, and in a single operation 
he loses all that he has gained and more. 

Such speculators are the inveterate ‘‘pyramiders’’ 
in markets. At the bottom of every failure in Wall 
street, State street, La Salle street, or of a brokerage 
house in London, Paris, Berlin, or any other city in the 
world, unpaid debts of one or more such speculators 
almost invariably tell the true story. 

Any individual who is suddenly stricken with the whole 
some dread that he may conform to the type of specula- 
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tors I have been describing, and who really wishes to 
know whether justly or unjustly he has been classified, 
can discover for himself. Let him, for the good of his 
soul, ask himself that simple question asked of Markheim 
by his conscience: 

‘“T will propound to you one simple question,’’ said 
the other: ‘‘ and as you answer, I shall read your moral 
horoscope. You have grown in many things more lax; 
possibly you do right to be so; and at any account, it 
is the same with all men. But granting that, are you in 
any one particular, however trifling, more difficult to 
please with your own conduct, or do you go in all things 
with a looser rein?’’ 


CHAPTER V 
THE TWO PARTS OF SPECULATION 


HREE rules for speculation have so far been de- 
duced: 

1. Do not over-trade, 

2. Always definitely determine for every speculative 
operation the sum sought as a profit and the sum that 
will be the limit of a possible loss that may be sustained. 

3. Think for yourself. 

The acute reader has already observed that every 
speculation may be sharply divided into what I may 
term the subjective part and the objective part. These 
are analogous to the subject and the technique in art. 
The subjective part is the purely mental part — the 
making up of the mind what to do and how to do it, 
the plan; the objective part is the fulfilment of the 
transaction decided upon. 

These two parts of every speculation are bound to- 
gether into a whole by the will-power. Will-power is, 
of course, merely another name for self-control; it is by 
all odds the most decisive contribution towards the suc- 
cess of any speculator. It is a quality, moreover, which 
may be highly developed by self-training in the strict 
adherence to certain rules, and it must be highly devel- 
oped in every individual who hopes to make of specula- 
tion a profitable vocation or even avocation. 

From now on I shall consider speculation as a pract!- 
cal art directed towards profitable practice, from the 
point of view of an individual who, without any special 
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knowledge of the securities or commodities in which 
he intends to deal and with no special facilities for ac- 
quiring it at first hand, is attempting to make successful 
transactions in speculative markets. 

Such a one must at all times strive to maintain a cor- 
rect point of view towards the particular market in 
which he is trading, or intends to trade. This point of 
view should regard the market in its double aspect: 
first, in its effect on himself and on other speculators; 
and second, in the effect of himself and other speculators 
upon it. 

Unquestionably the action of the market itself has a 
greater effect in bringing about the buying and selling 
of speculators than any other one thing. It is an 
advance or decline in price that instigates more general 
trading than anything else. 

There is no need to go to theories for the demonstra- 
tion of the truth of this statement. Any broker can tell 
the seeker after facts that usually most of his custom- 
ers buy ‘‘at the top’’ and ‘‘sell at the bottom.’’ This 
they do year in and year out, not only at the extremes 
of big market moves, but at the extremes of most of the 
smaller intermediate ones. 

No more convincing proof of the continual organiza- 
tion into psychological crowds of different groups of 
speculators, in the manner which I have explained, could 
be desired. And once it is admitted that the movements 
of the market itself are the strongest stimuli to specu- 
lation, it follows immediately that the study of market 
action is more important than the study of anything 
else for the purpose of attempting to forecast what the 
market will do. 

If the individual can keep firmly in his memory that 
market fluctuations are merely a record created by a 
definite kind of human thought, he will find that he has, 
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perhaps, gained a better understanding of markets than 
he ever had before. Just as ‘‘actions speak louder than 
words’’ with the individual human being, so market 
actions speak louder than all the news, gossip and infor- 
mation put together. 

A man who loudly boasts what he is going to do, 
but by some even small action gives the lie to his pro. 
testations, does not convince a shrewd judge of human 
nature by his announcements. And when all the news, 
all the gossip and private information proclaim, as some- 
times they do, that a market is going to advance, there 
often is some little indication in its action which is the 
certain forerunner of a quite contrary movement. 

To study a speculative transaction from the stand- 
point of the speculator, it has seemed advisable to divide 
it into its subjective part, which is the construction of 
a theory concerning whether there will be an advance 
or a decline in price, and the objective part, which is 
the actual consummation of the whole transaction by 
two exchanges, in accordance with the theory constructed. 
I shall first discuss the subjective part of any specula- 
tion, 

It is in making up his mind what to do that the 
speculator will get his hardest lessons in learning always 
to observe the third rule that has been laid down: 
that is, to think for himself. 

What should his mental attitude be when he is trying 
to make up his mind whether to buy or to sell, or 
whether to do nothing at all? What should he particu- 
larly consider in order to come to a conclusion? 

His mental attitude ought to be cool and judicial. 
One of the best rules he can lay down for himself in 
order to maintain this desirable state of mind is never 
to make any decision in haste, it being understood that 
haste here is not measured by minutes or hours, but 
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wholly by the amount of thought he has devoted to the 
matter under his consideration. This rule will help him 
to maintain that intellectual grasp upon himself which 
is so extremely important; for, although often he may 
wisely decide to act in conjunction with some suddenly 
organized psychological crowd, he must be aware that 
he is acting for the time being with that crowd by delib- 
erate decision; never must he become part of it, and 
thus be entirely controlled by the emotional contagion 
which results in crowd unity and will wipe out his own 
individuality. 

Those things which he must particularly consider in 
forming his opinion are first, the market itself; second, 
the news, specific and general; third, facts concerning 
the security or commodity under contemplation. I have 
arranged these three fields for investigation in the order 
of their importance to the speculator. For the investor 
this order should be reversed. 

Market conditions are most subject to change with- 
out the slightest warning, through mere whim, perhaps, 
directing that speculative force which controls some 
large speculative power. News, specific and general, is 
next after a change in price, most likely to effect the 
action of large numbers of speculators, because it is 
widely disseminated and eagerly read. Facts concern- 
ing the security or commodity in question are least 
likely to change suddenly, and therefore a sound, specu- 
lative opinion concerning them is least likely to have to 
be revised on short notice, or from day to day. 

In a speculative market, as has been pointed ont, 
price and value always are approximately the same. 
This fact the speculator should never lose sight of. It 
is a different state of affairs from that obtaining in most 
exchanges outside of speculative markets, and conse- 
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quently the unseasoned speculator, trained in the ex- 
changes of ordinary business wherein a special know!l- 
edge of value is of first importance, is likely to waste 
much effort in an endeavor to gain a special knowledge 
of value concerning some security or commodity of 
which the speculative market takes cognizance. This 
attitude of inquiry makes him ludicrously susceptible 
to the silliest tips. 

Because in general business his experience has taught 
him that frequently it is possible to purchase something 
for less than its value, he assumes that the same possi- 
bility lurks in a speculative market, His assumption is 
erroneous; the price that he sees is always the value 
at that instant. Instead of wasting time and effort in 
trying to select through some presumed special knowl- 
edge a purchase at a price below value, he should con- 
centrate entirely upon whether value is going to increase 
or decrease. 

To some readers this admonition may seem to be 
only a quibble; but it is nothing of the sort. It is the 
attempt to define a point of view that will save the 
speculator who maintains it from many a big loss due 
to his foolish obstinacy. Such losses result, primarily, 
from an idea in the mind of the speculator that he 
knows the value of some purchase he has made is much 
greater than the price he paid for it. Made confident 
by this hallucination, he refuses to consider what the 
market does, but sits back serenely and watehes the 
price decline steadily until he has a big loss on paper. 
Then, perhaps, he wakes up to the realization that his 
supposed special knowledge, which he believed few be- 
sides himself shared in, is not knowledge at all, but 
merely widely disseminated error. 

Unfortunately, writers for the press concerning markets 
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are, as a class, utterly incapable of furnishing the informa- 
tion they are presumed to possess, or of writing with ripe 
experience and knowledge about what they attempt to dis- 
cuss. Frequently they do the speculator more harm than 
good, because they offer as information what is for the most 
part only second-hand opinion provided, not infrequently, 
by persons who may have a selfish reason for promulgating 
certain pronounced views. 

With especial interest I have read the remarks of one 
such writer recently, who announced with great positive- 
ness that only a fool would attempt to predict what a mar- 
ket would do from day to day. He then attempted to tell 
what the stock market would do the following week or 
month. It is quite likely that, a few centuries ago, many 
men, presumed to be intelligent, would have said that only 
a fool would attempt to predict the weather from day to 
day. 

The purpose of this digression is to suggest that if it is 
not possible for an expert to predict what a speculative 
market will do from day to day with a high degree of 
accuracy (by which I mean correctly at least fifty percent 
of the time) speculation sinks to mere accident, and the 
speculator becomes nothing but an idler who hopes that 
good fortune instead of lightning will strike him. He who 
believes this is viewing speculation as gambling, and in- 
dulges in it for amusement, no matter how heavily it may 
cost him. But he who believes that success in speculation 
must be based on intellectual acumen, backed up by iron 
will, readily perceives that since a speculative market re- 
flects a definite kind of human thought from day to day, ita 
action must be a fit subject for analysis, with the purpose 
of forecasting what a future action will be. There is noth- 
ing more esoteric or occult in correctly forecasting the 
action of a market, than there is in correctly estimating the 
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popularity of an unacted play or an unpublished book. 
Under some circumstances one may reason quite as cor- 
rectly that thousands of speculators will purchase a certain 
security or commodity, as that thousands of women will 
read a certain book, or thousands of young men will buy 
a new style of collar. 

To draw reliable conclusions concerning anything, it is 
necessary to pursue a correct method of reasoning, and, 
above all things, to close the mind against the mere opinion 
of others. The speculator must learn to make his own 
observations, and to draw his own deductions from them. 

How difficult this is, and how few persons even attempt 
to do it, may be discerned in any brokers’ office. There is 
no more entertaining place to spend an hour or two, if one 
has any taste for the humorous. There he will see men of 
standing in the business world, who are highly successful in 
their own vocation, eagerly reading telegrams signed with 
the initials of they know not whom, and rushing to act upon 
the information those telegrams contain. A man who would 
hesitate to buy the style of overcoat recommended by his 
best friend, thinks nothing of purchasing a hundred shares 
of stock on the suggestion of a fifteen word telegram 
signed X. 

That man who finds it impossible to learn to think for 
himself is without hope in the speculative world. To specu- 
late successfully is the most difficult of all human activities, 
and the ability to do it is not to be acquired by any mere 
monkey-like mimicry of the doings of others, but only by 
the development of high qualities of intellect, including iron 
self-control. 

It must be apparent to the reader that the speculator’s 
habit of thought in arriving at conclusions is all-important. 
Every effort of his will should always be directed towards 
forming a correct habit, so that eventually it becomes uncon- 
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scious with him, and only the most startling market condi- 
tions, or news, can bring about any necessity for an exer- 
cise of conscious self-control to restrain himself from 
deviating from it. 

Ever to make a purchase or a sale on what is called a 
“‘hunch,’’ therefore, is the height of folly. Obviously a 
‘‘hunch’’ is a feeling. It is not based on reason; it is 
merely emotion, and usually is a symptom of that crowd 
contagion which has already been discussed. True, the spec- 
culator who follows ‘‘hunches’’ sometimes profits thereby, 
but it is the act of following a ‘‘hunch’’—quite irrespective 
of the result in any particular instance—that is harmful. 
It is a giving way to emotion, a casting aside of reason and 
a breaking of the habit of properly drawing conclusions, 
with consequent weakening of will power. In the long run, 
all of this is bound to prove disastrous. 

Let the speculator never forget that speculation is first 
and foremost intellectual. It is primarily the construction 
of theories for the direction in action of the speculative 
force. To raise the percentage of correctness in such theo- 
ries there must be method. It is not to be done by hap- 
hazard thinking, any more than the planning of an archi- 
tect. As it is quite impossible for any speculator to know 
beforehand what particular factor it is that turns the bal- 
ance in making any particular theory correct or incorrect, 
he should arrive at all of them by the same general method 
of reasoning, always striving to improve that method, and 
never casting it aside to be led by his own emotions or the 
influence of someone else. 

I am attempting to direct the attention of the reader 
towards a great law which must be taken into account in 
all speculation, both the subjective and the objective parts. 
This law, although everyone is more or less familiar with 
its working and although no one would, I believe, question 
the advantage to be gained by reckoning with it, is never- 
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theless overlooked in the most dumbfounding manner in the 
scrutiny of market action, where the opportunity for trans- 
actions in accordance with it is particularly inviting. This 
law I intend to discuss in the next chapter. It is the law 
of averages. 


CHAPTER VI 
THE LAW OF AVERAGES 


HERE are definite numbers of persons in the world 

who eat artichokes, read Nietzsche, smoke cigarettes, get 
married, or get arrested; and it is not beyond the possibili- 
ties of calculation to estimate with considerable accuracy 
how many adults that will do each of these things will grow 
up from every 100,000 babies. In each case, perhaps, the 
peculiar taste displayed may be regarded as a coincidence, 
but, by applying the law of averages, the calculus of prob- 
abilities can with a surprising degree of precision reckon 
the number of these coincidences that will oceur; and, in 
every individual case, can state the mathematical liklihood 
of the occurrence of each kind of coincidence. 

‘“Coincidences, in general,’’ says Edgar Allan Poe, ‘‘are 
great stumbling blocks in the way of that class of thinkers 
who have been educated to know nothing of the theory of 
probabilities—that theory to which the most glorious objects 
of human research are indebted for the most glorious illus- 
tration.’’ 

The law of averages may be applied wherever number is 
applicable. To attempt adequately to state this law would 
be a task beyond the purpose of this chapter; nor is it at 
all necessary. Sufficient it is to emphasize a troth familiar 
to everyone—that on averages drawn from the past, con- 
clusions concerning the future are based, which in all busi- 
ness are the subjects of most serious consideration in plan- 
ning action. 

The inestimable value of the law of averages to insurance 
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is known to the public; and every man with experience in 
cireularizing by letter knows that the percentage of replies 
he will receive to any letter he sends out, can be reckoned 
beforehand with remarkable correctness. The frequent ad- 
vertiser applies the same law in estimating in advance the 
results he may expect from a certain advertisement. 

The importance of the law of averages, and of the cal- 
culus of probabilities, in speculation is vaguely felt by 
everyone, A speculator recognizes that in every twenty 
endeavors, say, the number of times he is able correctly to 
forecast market action becomes so definite over a long period 
of time that it must be subject to some law. Also, amid the 
fluctuations of the market itself, he notices, if he is an 
observer, the recurrence of certain actions, under similar 
circumstances, frequently enough to suggest to him that 
the law of averages might often be applied with great 
profit. 

There are dozens of mathematical rules concerning the 
action of any particular speculative market that may be 
deduced from close observation and the compilation of 
tables. Strangely enough, however, this kind of original 
research has long been openly ridiculed by men to whom 
its results should be most valuable, although I am disposed 
to believe that they give the subject much more secret con- 
sideration than they would willingly admit. 

But in every speculative market, the general ignorance 
on this most interesting subject is amazing. What man pre- 
sumed to have a good knowledge of markets, whether he be 
a broker, a statistician or a speculator, can tell you at what 
time of the day a particular market usually touches its low 
point, or at what time it is most likely to make its high, 
or when the volume of trading usually is heaviest and when 
it is lightest? None that I have ever talked with; and yet 
my own scrupulously careful investigations in different 
kinds of speculative markets, carried on over a period of 
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years, with the aid of trustworthy assistants, has conclu- 
sively proved that ali these questions and many others can 
be answered with a definite certainty that can be depended 
upon, The value of such knowledge to any speculator is 
incalculable. As a simple example of this, let me point out 
a single instance. If a speculator knows that the daily low 
point in a certain speculative market is touched 60 percent 
of the time, year in and year out, within a certain hour, he 
will, when he purposes to buy the commodity or security 
with which that market deals, always make his purchase 
during that hour. In this way he always is likely to buy 
at near the low price of the day, and over a long period of 
trading he is certain to derive the slight advantage that 
always making purchases during that hour is bound to give 
him. It is innumerable slight advantages, such as the fore- 
going, which method in speculation secures; and also, it is 
the total of just such advantages which makes the difference 
between consistently successful speculation and failure. 

Here I cannot present in detail even portions of the mar- 
ket research and of the compilations to which f have just 
referred. These must be the subject for a future discussion 
when a specific speculative market will be investigated with 
the closest scrutiny. At that time the reader, being pre- 
sumed fully to comprehend the general theory and practice 
of speculation explained in this book, will be fitted to make 
use of definite tables concerning the mathematical proba- 
bility of certain market actions and conditions which have 
been calculated from market records covering a period of 
years. Now I am trying to impress strongly upon him the 
desirability of following an established method of thought 
in arriving at his conclusions, and also the advantages to 
be gained by following an established method in making 
trades. 

By method, and by method alone, can a speculator be 
certain to gain over a long period of operations every ad- 
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vantage which the law of averages holds for him. To make 
clearer to the reader what this advantage may be in a single 
instance, let him presume that, instead of obeying the rule 
already laid down that he must learn to think for himself, 
he speculates—as do a vast majority of speculators—with- 
out regard to any method of thought. Today he acts on 
his own opinion; tomorrow he follows the opinion of his 
broker; the next day he accepts the opinion of a chance 
acquaintance. 

Now suppose that this speculator’s opinion is correct 
once in three times, on an average, over a long period. Sup- 
pose also that the opinions of each of the other persons are 
correct once in two times. Nevertheless, although their 
opinions average better than his, by constantly changing 
from one person’s opinion to another’s the speculator may 
continue to act on a wrong opinion for an indefinite length 
of time. To be sure he might, on the other hand, continue 
in this way to act on a correct opinion for an indefinite 
time. It is this possibility that leads him astray. To at- 
tempt to gain any advantage by this possibility is unwise, 
for in attempting it the speculator is trying to secure a 
continuing advantage by successively seizing upon the ex- 
ceptional. That he can do so is highly improbable. The 
only way in which he can be certain to secure any continu- 
ing advantage at all, is by sticking to one person’s opinion 
all the time, and thus deriving the full benefit of that de- 
gree of correctness which, in accordance with its average 
of correctness, the law of averages will give him. If a 
speculator has not the intellectual hardihood to make up 
his own mind, he should find some one whose opinion 
maintains a high degree of average correctness, and al- 
ways act on that person’s opinion, irrespective of any 
other. Then he must confine his further development of 
method to the objective part of speculation alone, and 
arouse in himself will power enough to adhere to it. 
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Such a speculator is not likely to be successful to any 
pronounced degree, but he will do better by always follow- 
ing the opinions of a person whose reasoning is sound, than 
by pursuing wavering vagaries that carry him from person 
to person asking always only the one question, ‘‘What do 
you think of the market?’’ 

Often the most seasoned speculators that generally operate 
with marked success, take the greatest precautions to obvi- 
ate the possibility of allowing their own opinions to be 
colored by contact with other persons, or by their hearing 
market gossip. I know of one very famous speculator, 
whose nerve had been shaken by heavy and repeated losses, 
coming to the conclusion that he was losing his ability to 
think clearly for himself without being unwisely influenced. 
Immediately he adopted a method of quarantine. 

Every morning he locked himself into an office with 
a ticker, and a telephone to the floor of the exchange. Dur- 
ing trading hours he would allow no one in the room with 
him, and would talk to no one over the telephone or through 
the locked door, except his floor-trader, to whom he gave his 
orders over the wire. In the particular case noted the 
method adopted worked an effectual cure. 

The law of averages and the calculus of probabilities, 
although they offer the greatest assistance to a speculator 
who understands them, are fraught with disaster for him 
who does not grasp their deepest meaning. The misunder- 
standing speculator is apt to be of the type that, blindly 
believing there is something in mere mathematics itself 
that will prevent the quick repetition of what he conceives 
to be a rare series of market movements, obstinately per- 
sista in a calculated course of speculation based upon a 
purely mathematical conclusion improperly reached, until 
his losses force him out of the market altogether. 

The speculator must remember that the law of averages 
deals with generalities that are certain, but not with the 
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certainty of any individual instances. In applying the law 
he must realize that in each individual case, he is dealing 
with probabilities which, no matter how probable they are, 
can never be regarded as certainties before they have hap- 
pened. 

Speculative markets are never ruled by mere chance. 
There, as everywhere else in the universe, a law governs 
every action. But always to be able to discover beforehand 
the governing law, and always to foresee its exact effect on 
different conditions, would imply a knowledge universal and 
infinitely profound. By systematic observation, patience 
and constant effort at applying the law, however, a specu- 
lator may increase his understanding of the market and 
raise his power of prevision towards that degree of accu- 
racy which is humanly possible of attainment. This method 
in speculation calls for intense intellectual industry. 

In attempting to forecast the action of a speculative mar- 
ket, it should be noted, one has to do with probabilities 
different in kind from those concerned with the mere draw- 
ing of a number in a lottery or the turning of a die. This 
difference is evident at once; for it is clear that if many 
speculators believe that a certain stock will advance, this 
very belief will direct a certain amount of speculative force 
towards the purchase of the stock, increasing the probabil- 
ity of its advancing; but the same number of persons might 
believe to the point of conviction that a certain number 
would be drawn in a lottery, without their belief influenc- 
ing the drawing in the slightest degree. 

This brings us back once more to that subject which I 
have insisted is the most important matter to understand in 
connection with speculative markets—market psychology; 
and, although the mathematics which may be applied to 
what I may term the mere mechanics of fluctuation will 
give a hundred valuable hints and indications to the specu- 
lator, they can never become paramount. 
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It is due to failure to understand this that so many 
‘‘chart players’”’ come to grief. Unwearied by continual 
failure, they struggle on year after year in a mad effort to 
discover an infallible mathematica] system of trading suc- 
cessfully. They are searching for the philosopher’s stone; 
but, with the fervid faith of fanatics, persist in their en- 
deavors, maintaining that their charts foretell in some 
mathematical way every market move of importance, and 
explaining their failure to speculate successfully by weakly 
laying the blame on some idiosyncracy in themselves. Thus 
they may go on for years without coming to realize that in 
speculative markets it always is some human idiosyneracy— 
like the unknown impurity in Dr. Jekyll’s drug — that 
changes prospective success into failure. 

I do not wish to be understood as belittling the value of 
charts of market action. Nothing is more valuable for the 
study of the speculator if he comprehends their limitations. 
They are but drawings of the dead skeletons of market 
actions. All life, which produces the psychology of the 
market, has gone out of them. Nevertheless, their instruc- 
tive power is immense, and even ‘‘chart players,’’ such as 
I have described, invariably possess a knowledge of market 
action far superior to that of most brokers and speculators. 
Could they but rid themselves of their obsession that they 
have found in mathematical graphs a certain means of fore- 
casting market moves, and develop a higher power of intel- 
lect their work would be of enormously more value to them. 
As it is they have brought the chart into rather unjust dis- 
repute among many who are even more ignorant than them- 
selves of the sound, fundamental principles of speculation. 

The trouble with the average man who begins the study 
of charts is that, noting a few coincidental repetitions of 
a certain action, he hurriedly attempts to formulate a rule 
upon which he acts thereafter, ultimately to his cost. He 
becomes crazed with an idea, and bids fair to end like that 
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student of probabilities who would make certainties of them 
and bet he could turn an entire pack of cards in a pre- 
stated order. He turned cards for twenty years and finally 
achieved the feat he set. himself to accomplish; but when 
he won he was in a mad-honse. 

The ‘‘chart player,’’ after every failure of his pet rule 
to work, always discovers on retrospection some slight dif- 
ferentiation, overlooked before, from the graph he thought 
he recognized. To this he then attributes the failure of what 
he has dignified by calling a rule. Thus he goes on, un- 
wearied by disappointment and not comprehending that the 
charts, like the markets themselves, are records of human 
thought and, therefore, although always the same in a 
general way under the same circumstances, are yet infinitely 
various. 

Properly used, charts are the best hand-book of knowl- 
edge of market action. By ‘‘properly used’’ I mean that 
they should be studied to discover idiosyncrasies of different 
types of markets, for there are many types of markets just 
as there are many types of human beings. In the actual 
market these types cannot, of course, always be recognized 
before they develop positively, but often they can be de- 
tected as they unfold with a certainty that is almost un- 
canny. 

Every man who turns to speculation with the serious 
intention of making himself proficient in it should keep 
some kind of record of what the market he speculates in does 
from day to day. Few consider this worth while, prefer- 
ring to trust to memory, although the memory of the aver- 
age speculator is notoriously untrustworthy. It is unre- 
liability of memory that often leads him into his worst 
losses. 

It is but primary psychology to say that every one 
remembers most easily those things which impress him most. 
As a consequence of this fundamental law of memory, those 
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things which are exceptional are retained sharply, long 
after many things which are more worth remembering are 
forgotten. As a result of this the speculator generally 
carries in his mind accurate remembrance of striking 
exceptions in market action, instead of general averages 
which he should know unquestionably. To give a con- 
erete example of this, let me recall that many years ago, 
in the Spring, green bugs did great damage to Winter 
wheat. That happened in 1907. Every year that wheat 
has been traded in since then, there has been a green bug 
seare in the Spring and a sharp advance in the market. 

Now the point I wish to make is this: the buying which 
brings about the advance is the result, primarily, of the 
memory of a year in which green bugs really did great 
damage. That happening was outré, and therefore is re- 
membered vividly. All the probabilities are against such 
damage from such a cause every year, but this is quite for- 
gotten at the time, except by the speculator who under- 
stands the psychology of markets. He foresees the advance 
on such a scare, but he also foresees that no damage at all 
is likely really to be done. He profits in consequence. But 
the average speculator, even if he recalls that green bug 
damage is exceedingly rare, nevertheless, poisoned emo- 
tionally by crowd contagion, comes to the belief that the 
damage will really recur, and follows the advance furiously 
after it is well started. Refusing to take profits, he is 
obliged to take a loss later when the market breaks. I do 
not hesitate to say that there are speculators in wheat to 
whom this same thing has happened year after year since 
1907 ; and some of these, undoubtedly, even believe that now 
it is wise to expect such damage, because it is time that such 
a disaster as that of 1907 repeated itself. Such reasoning 
is a misuse of the law of averages; it is the attempt to use 
it in order to take advantage of an exception, whereas the 
law of averages offers only the opportunity to take advan- 
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tage of the most frequent happenings, by suggesting that 
attempts to foresee the exceptions be ignored altogether. 

The general inability to think as an individual, is, as has 
been pointed out, the mark of a man who has become part 
of an organized crowd. Psychologically he is no longer his 
own master. The working of crowd psychology may be 
observed in all business, in politics, in the theater, in a hun- 
dred other places. Never were there better opportunities 
for studying it from the speculative point of view than at 
present. Since the war whole herds of business men, with 
the stupidity of sheep, have insisted that prices would re- 
main at the war level or go higher—and this in spite of the 
fact that the whole experience of the world in post-war 
times is to the contrary, and that most European countries 
are practically bankrupt. But extravagant buying for a 
prolonged period, and the continued opportunity for big 
and easy profits which high prices always make possible, 
made it simple for greed to get the better of common sense; 
and the herd of sad optimists still insisted that prices would 
advanee again, although every bit of economic history, 
backed up by the law of averages, fairly shouted that the 
trend of prices must be downward for some years to come. 

In speculation the necessity of thinking for one’s self is, 
I believe, apparent. If this chapter will in any degree 
destroy in the reader’s mind any prestige which another’s 
mere market opinion has for him, it has advanced him 
considerably toward that safe ground of cool aloofness, 
which lies beyond the reach of ordinary crowd contagion. 
From such a vantage he may watch the contagion spread 
and recede, and again and again make profits on the price 
fluctuations which it produces. 


CHAPTER VII 
NEWS, GOSSIP, INFORMATION AND TIPS 


CONSIDERING the news of the day in its bearing 
upon a speculative market, the speculator should first of 
all differentiate between news and opinion. The former, 
both that which has to do specifically with the market in 
which he is interested and also the general news, demands 
his careful study; not so with opinion. Often the general 
news is more important in giving an indication of the 
future course of prices, than is the specific news concerning 
the market itself. 

The most important specific news is inevitably intermin- 
gled with opinion of why the market has already acted in 
a certain way or how it is going to act because of the news. 
In reading it the speculator must be careful to sift out the 
facts from the opinion. He must remember that the writer 
of a financial article is apt to be quite as susceptible as the 
reader to emotional or other influences and may, consciously 
or unconsciously, color what he writes. 

Never should the speculator accept as authoritative any 
explanation of any other person for a past action of the 
market. Let him study that action himself, and think out 
his own explanation for it. This kind of mental exercise 
is the best sort of preparation for thinking out what will 
take place in the future, under similar circumstances. 

It is worthy of comment that always after any pro- 
nounced action of the market has taken place, an expla- 
nation carrying the weight of some authority is forth- 
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coming. In every case the explanation is merely a part 
of the psychology of the market, and is quite as likely 
to be altogether wrong as to be correct. Human minds 
are always seeking causes. Certain types of them draw 
a great satisfaction from pointing out with an assump- 
tion of positiveness the reason why something has hap- 
pened, although they often are extremely timid about 
asserting what will happen as the result of causes that 
are apparent. The speculator, therefore, should spend 
little time in consideration of any reasoned explanations 
on the part of others, except when the reasoner’s ratio- 
cination is of a high order. In such a case ita quality 
always is self-evident. But even in studying reasoning 
that has high intellectual value, the speculator should not 
accept the conclusions reached in preference to his own. 

At all times he should remember that the greatest 
fear in the world today is the fear of the truth. Most 
of the great truths that have been told during the his- 
tory of the race have brought humiliation, ridicule and 
even persecution upon those who persisted in telling 
them; and even small truths have often brought ig- 
nominy on the tellers. The world is no different in this 
respect now. 

The tendency of newspapers and business leaders, 
especially in times of economic disturbance, is to coddle 
the public with sanguine statements and false hopes. 
The truth, if distasteful, is called pessimism. The silli- 
est of falsehoods, if it glows with promise of prosperity 
for everyone, is greeted as if it were a kind of noble 
optimism, 

This attitude of the public mind is old as human 
nature. Anciently the bearer of ill-tidings frequently 
was executed forthwith, by the king to whom he brought 
the evil news; and the prophet of disaster was without 
honor both at home and abroad. To the gift of prophecy 
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endowed by Apollo upon Cassandra was afterwards 
attached the curse that no one should believe her; and 
she could do no more than wring her hands in grief 
when the Trojans, ridiculing her dire warning, rolled 
the wooden horse with its bellyful of armed Greeks 
into the heart of their city, the sturdy walls of which 
had resisted siege for ten long years. 

I am not going to enter into any discussion of the 
advisability of newspapers describing conditions as they 
are. No small part of their commercial obligation to 
themselves is to carry on in their news columns a con- 
tinual ballyhoo, calling attention to the rare and not- 
to-be-equaled-elsewhere opportunities that will be found 
in their advertising columns, But all this is a bit over 
the line. What I am trying to emphasize is that news- 
papers in general, writers on financial and economic 
subjects, and business leaders invariably try to present 
every situation in its best light, rather than in its true 
light. 

This may be natural, but to the speculator who places 
confidence in such sanguineness it is often costly. Let 
him remember when he reads the opinion of some promi- 
nent banker, who is most optimistic concerning the gen- 
eral business outlook, that the man in question, because 
of his position, could not afford to express any other 
view. Even supposing he knew from the kind of loans 
and the extent of them which his own bank is carrying, 
that business conditions were most precarious, he would 
be extremely slow to make any such statement privately, 
to say nothing of publicly. 

So far as the publicly expressed opinion of a big 
speculator is concerned, put it down at once as worth- 
less. Such a man is always anxious to promulgate views 
for his own purpose, or to say nothing whatever. To 
act upon his views when publicly expressed is folly; 
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but, if those views coincide with your own, do not go 
to the other extreme and act contrary to them. Always 
follow your own opinion whenever you act, whether you 
seem to stand alone in all the world or whether those, 
who you believe might be most worth listening to, agree 
with you. 

It should, perhaps, be remarked that I am by no 
means discrediting the value of the opinion of leaders 
in the financial world and of big speculators. Such dis- 
paragement would be merely absurd; but I am insisting 
that, as the average man can never be certain whether 
he is getting their honest opinions or merely views ex- 
pressed for a definite purpose, he will do better to pay 
no attention whatever to them. The market itself will 
show him who is correct; and if he has definitely fixed 
the amount of profit he seeks in his speculation, and 
also the amount of loss that he will submit to, he need 
have no worry beyond that immediate issue. 

At all times he should turn a deaf ear to gossip, and 
especially to that most insidious form of it called inside 
information, or a tip. No matter from what source it 
comes, pay no attention to a tip. 

It is the habit of many brokers justly to treat with 
scorn the advice of those professional tipsters who pre- 
tend to tell the unsophisticated exactly what the mar- 
ket masters are doing; but these brokers, themselves, 
sometimes show the utmost folly in acting upon hearsay 
concerning the plans of a big speculator. 

The number of persons that a tip, whispered from 
one person to another as a bit of confidential informa- 
tion, can reach is astounding. I have known of the 
tip to buy a certain stock, given at a dinner by the 
president of the corporation whose stock it was, to 
spread all across the country in the course of six months, 
until every little speculator had heard it, each of them 
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supposing it to be right-up-to-the-minute information, 
and many had acted upon it. Meanwhile the stock de- 
clined thirty-five points. 

Love of mystery, deeply imbedded in the mind of 
mankind, explains partly why a tip is so greedily ac- 
cepted. On a race-track a gentleman of intelligence will 
listen gravely to an ignorant stable boy, and follow his 
advice, although he must know that very likely that 
stable boy has advised half a dozen other persons quite 
as impressively concerning half a dozen other horses in 
the same race. Almost any speculator is ready to seize 
upon the repetition by a broker of some chance remark, 
dropped by a man of high financial standing, as a bit 
of the most valuable market knowledge, and will act 
upon it forthwith. But the speculator who aims to be 
consistently successful must accustom himself to hear- 
ing all sorts of gossip and all sorts of tips, without 
being directly affected in the slightest degree. 

A speculator must think for himself, and must do his 
thinking rigidly in accordance with the method of rea- 
soning he has laid down for arriving at his conclusions. 
Again and again he will discover, as he develops the 
faculty of deduction, that he correctly forecasts a move 
in a speculative market long before that move actually 
takes place. This is because in markets, as elsewhere, 
the individual mind is always superior to the crowd 
mind. Often by the time that the crowd mind of any 
large group of speculators comes to the conclusion that 
a certain market action will take place, a good part of 
that action has already taken place. The crowd, how- 
ever, acts with unity, forcing the action farther than it 
would otherwise have gone, and gives the very oppor- 
tunity for those who first foresaw what would happen, 
and who acted on their judgment, to get out with a 


NEWS, GOSSIP, INFORMATION AND TIPS 183 


profit and prepare for the reaction which is almost 
inevitable. 

It should become more and more clear to the reader 
that the necessity of thinking for himself in making up 
his mind how to act is absolute. It will be better for 
him in the long run to develop even the most overbear- 
ing arrogance in his market opinions, than to allow 
his judgment to be swayed by emotion or the authority 
or prestige of another. 

I assume that it is obvious that no man can actually 
know whether a market will advance or decline. Never- 
theless, persons who realize that they, themselves, do 
not know and cannot know, will sometimes with the 
ingenuousness of children attribute such knowledge to 
some market leader. The result is pretty certain to be 
disastrous for them; first, because no man can actually 
know what the market is going to do; and second, be- 
cause, even presuming that he could know, he would 
act in such a way as to make it impossible for another 
to perceive what he really was doing. 

The speculator must always make up his own mind 
for himself; furthermore, he must realize that he never 
can know beforehand when any particular conviction of 
what is going to take place will be correct. Early in 
his speculative experience he will discover that on those 
very occasions when he was certain that he had cor- 
rectly analyzed the situation, he was absolutely wrong; 
but, on the other hand, often when he was somewhat 
doubtful in his opinion, it proved to be worthy of the 
utmost confidence. 

There is an excellent lesson in this. It should teach 
the speculator to regard every opinion which he forms 
that is strong enough to act upon at all, with the same 
esteem. One opinion, he may feel, is much better than 
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another; but it is just this feeling that should make him 
suspicious. The strength or weakness given to a rea- 
soned opinion by feeling must be wrung out of it by 
foree of will. To every opinion strong enough to be 
acted upon, that the speculator forms, he must accord 
the same degree of faith. Only thus can he secure, over 
a long period of speculation, that advantage which the 
law of averages holds for him; and only thus can he 
lift his power of judgment up to an intellectual plane 
above the danger of emotional poisoning. 

Often, as will be indicated later on when the discus- 
sion of the objective part of speculation is taken up, the 
speculator may transform the speculative force of one 
opinion into a larger speculative power than in another 
case; but never should he do this because he presumes 
the opinion in question is more likely to be correct. It 
should be done for quite a different reason—one that 
has to do solely with his method of trading. The point 
I am trying especially to drive home is this: the specu- 
lator who would be successful must never regulate the 
size of his speculations by varying degrees of faith in 
his opinions. Such action marks a lack of method that 
is fatal in most cases. It is the giving over of reason 
and will power into the hands of emotion. 

At all times the size of any speculation is to be regu- 
lated entirely by its proportion to the total speculative 
capital, considered in the light of losses, or profits, that 
have preceded it, in connection with the method of 
trading adopted beforehand. The reader must remem- 
ber that I am considering speculation from the point of 
view of the speculator who makes it either his oceupa- 
tion or his avocation. Whether he makes one trade a 
year or one thousand, the principles are the same. Even 
though his speculations are continuous and complex, 
still in his mind he should always keep them divided 
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into distinct and separate parts, and carry through each 
one of these with the same rigid intellectual insistence 
on observing the method and the rules he has laid down 
for himself, that he would invoke in one simple trans- 
action. 

Let every reader consider this well, so that he may 
perfectly understand what it means. It is the one way 
—and the only one—by which a speculator with a small 
capital can put himself into the class of a big speculator 
with a large capital, It is the simplest arithmetic to 
demonstrate that a man with no more than a single 
dollar can act with the same confidence and facility, so 
far as capital is concerned, as the man with $100,000, 
if the former uses only a penny where the latter uses 
$1,000. 

Every advantage which a huge capital gives to the 
big speculator in any market is enormously multiplied 
by the foolish greed of small speculators, who persist in 
over-trading. Every small speculator’s first aim should 
be to put himself into the class where capital really is 
power, no matter how small it may be. He can do this 
in only one way—by reducing the size of his speculations 
so that each, in proportion to his capital, is no greater 
than the enormous speculations of some successful finan- 
cial leader are in proportion to the latter’s capital. To 
do this requires will power of the highest order. 

Most of the smaller speculators who are seasoned in 
speculation, perfectly realize the truth of what I have 
just said, but they too often attempt to reverse the order 
of laws that govern speculation, nevertheless. They 
attempt at the outset to make a fortune by over-trading, 
excusing themselves for what they know is their folly 
by constantly resolving that, once they have by some 
lucky series of operations amassed a large capital, they 
will forever afterwards trade with discretion and in 
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accordance with a method of conservatism. But habits 
of speculation form the character of that speculation; 
and if the habits are bad, they are not likely to change, 
even if unjustly rewarded for a time with startling good 
fortune. Suecess will be ephemeral, and the capital 
amassed by little more than mere chance is bound to be 
dissipated again by persistently bad speculative habits. 

In any event, the chance of any one’s amassing a sound 
fortune in speculation by over-trading is so infinitesimal 
as to be unworthy of estimation. It has been done, per- 
haps, but the speculator who has accomplished it is the 
rarest kind of exception. For any man to consider such 
an exception an example worth attempting to follow is 
ludicrous. Even mediocre success is so exceptional that 
every man who seeks it should first and foremost see 
to it that always he puts himself in the way of gaining 
every small advantage, however slight each may be, 
that is offered by the usual course of events. To do this 
requires the utmost that he can develop of self-control. 
It is this very necessity that makes all success excep- 
tional. A far higher power of self-direction is required 
to follow unswervingly a prescribed, rational course, 
than to pursue an irregular way. Momentary bril- 
liance or courage calls for no such mental mastery as the 
strict maintenance of an undeviating regularity in 
thought and action, 

The speculator who trusts to good fortune to mark 
him out for its own, is depending upon something akin 
to the miraculous to take care of his future, rather than 
endeavoring to take advantage of the law of averages. 
The latter he may properly count upon, knowing that 
in doing so he is without egotism and that he will be 
dealt with by it as fairly as the most fortunate. 

Much that I have said in this chapter may seem to 
the reader to be obvious. So it is, but for that very 
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Treason it is likely to receive too little attention. Noth- 
ing is more frequently overlooked than the obvious. In 
speculative markets especially, the speculator in attempt- 
ing to use that acuteness of observation and intricacy of 
deduction, which he believes are so essential, frequently 
fails to take into account what lies plainly before his 
eyes. In his scrutiny to discern a hidden meaning, he 
loses sight of an obtrusive one. 

Patent signs of a coming advance or decline often 
fail to gain recognition through their very conspicuous- 
ness. They ‘‘escape observation,’’ to quote Edgar Allan 
Poe, ‘‘by dint of being excessively obvious; and here the 
physical oversight is precisely analogous with the moral 
inapprehension by which the intellect suffers to pass 
unnoticed those considerations which are too obtru- 
sively and too palpably self-evident.’’ 


CHAPTER VIII 
MANIPULATION 


ANIPULATION of speculative markets is a subject 
always emphatically discussed among speculators. 
Directors of exchanges usually deny the possibility of 
such a thing; other members, and the public generally, 
believe that it exists to an extreme degree; and every 
one seems to regard it as a deplorable development in 
man’s greed, a sort of unpardonable villainy that ap- 
proximates crime. 

The popular execration in which manipulation is sup- 
posed to be held is a ludicrous pose. The whole of busi- 
ness is but a kind of manipulation. Every man is a 
profiteer at heart; and in speculative markets where all 
personal contact between gainers and losers is usually 
lost in the maze of general buying and selling, the very 
impersonality of transactions makes the incentive to 
manipulation, if that is possible, particularly strong. 
Small speculators are quite as anxious as the large ones 
to take a hand in what they believe are such endeavors. 
No information, probably, will so quickly lead to gen- 
eral buying of a commodity or a security as the mere 
statement that some clique is trying to corner it. 

But although manipulation, quite naturally, may be 
frequently tried, it seldom is tried in the way that the 
public thinks it is, and but rarely is carried to the 
extent so constantly presumed, It is too precarious a 
business. It looks like a sure thing to the outsider, who 
figures on paper with a pencil, but in his calculations 
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he leaves out the human element, and it is just this 
element that is all important in markets. There have 
been corners in wheat, in corn, in cotton, in various 
stocks and in other things; but rarely in recent years 
have corners, if attempted, been really successful in the 
end. 

Every exchange, on the floor of which there is a 
speculative market, enforces drastic rules against at- 
tempts at cornering. An even greater preventive is the 
nature of speculation itself. The ordinary speculator is 
not likely ever to be one of the moving spirits in an 
attempted corner. He may, however, suffer losses by 
rashly trying to take advantage of a situation which he 
has been led, to his folly, to believe indicates the forma- 
tion of a manipulative corner. 

As usual, there is some disagreement concerning what 
manipulation means. I do not purpose to attempt to 
define it in its different senses. The subject is not at all 
important, if manipulation is presumed to mean a sheer 
force of buying or selling with the money of a singly 
directed interest or clique in order to push prices up or 
down irrespective of the dictates of natural economic 
laws. But in another sense, if the term be given a much 
wider meaning, it is extremely important. This second 
meaning I shall try to make clear. 

Modern manipulation, if it may be so called, is psycho- 
logical. It is carried on much the same as most other 
successful business is—by making other people do what 
it is desired to have them do. This is largely accom- 
plished by suggestion. In speculative markets, because 
the thought that underlies fluctuations is of a definite 
kind and largely controlled by emotion, opportunities 
continually arise to produce startling effects. Modern 
manipulation—if that term may properly be used—is 
the taking advantage of those opportunities and produc- 
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ing the desired effects. Seldom is there any of that 
stubbornly persistent, inordinate buying or selling in 
the face of natural conditions, as so many persons are 
apt to believe. But the exact method used depends 
largely on the particular market in which the effort to 
produce the effect sought is attempted, and also on the 
nature of the commodity or security which it is desired 
to manipulate. 

Already the reader has been told that consideration 
of the action of the market itself should be first with 
him, when he is making up his mind whether to buy 
or sell, It has been pointed out that the reason for this 
is that fluctuations in the market have more effect than 
anything else in making speculators act. Somewhat fur- 
ther explanation of this fact may make clearer how 
minor actions in a market, at certain times, bring about 
a desired action on the part of hundreds of small specu- 
lators. 

I must first recall to the reader that suggestion, in the 
psychological sense, means the producing of an idea in a 
mind by something outside of that mind. In the same mind 
one idea does not ‘‘suggest’’ another; it ‘‘calls it up.”? An 
idea is suggested in a mind by something outside of it, 
whether it be another mind—as in hypnotism—or an object. 

The mimetie instinet—the instinct to imitate—is one of 
the strongest tendencies in human nature. For this rea- 
son any action which one sees arouses, with more force 
than words could arouse, a desire to imitate it. Such a 
stimulus to desire. is a suggestion; and from nowhere does 
a speculator constantly receive stronger suggestions than 
from the action of the market. If the market breaks, he 
sees prices dropping under the selling that he imagines is 
going on all around him, and he longs to imitate the sellers 
by selling also; if the market advances the opposite is true. 

Now it is apparent that in this natural law of human 
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action there may be a key to successful market operation. 
The big speculator who wishes to sell, for example, can do 
so to much better advantage if first he aids in starting an 
advance by heavy buying. He may attempt this more than 
once before the general run of speculators really respond 
to the rising prices and begin to buy in groups. Once they 
do this, however, the big speculator is enabled to sell what 
he wishes with ease, and at a better price than he prob- 
ably could have secured had he not preceded his selling 
by a wave of buying. 

In this way what there is that can be loosely called ma- 
nipulation is mainly effected. Dependence is not placed 
nowadays upon spreading false news, as we are told may 
have been the case years ago. To circulate printed false 
reports is no longer a feasible undertaking. Exchanges 
maintain a strict censorship on news and information. The 
spreading of rumors and gossip, although it may be effec- 
tive as a market influence in a small way, is not nearly so 
much so as it used to be. Rumors cannot reach enough 
persons and make them act, before denials are hot upon the 
trail, Often a denial of a rumor is printed in a newspaper 
before the rumor itself has come to the ears of the reader 
of the paper. 

But the effectiveness of what may be called psychological 
manipulation, achieved by causing small market fluctua- 
tions, is unquestionable. Nor is there any great evil in this 
that I can see. It is in action precisely the same thing that 
a bargainer does in words, when he depreciates an article 
he intends to buy, or puffs up something he wishes to sell. 
Sometimes, moreover, these attempts in markets to influence 
speculative Judgment prove enormously costly to big specu- 
lators who make them. Late in the year 1921 there ap- 
peared to be repeated examples of this in most speculative 
markets. Big speculators who, apparently, were long 
wanted to make markets on which to sell, but general specu- 
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lation had become so restricted, owing to the growing money 
stringency, that there was not a sufficiently large number 
of small speculators to follow an advance and carry it on 
while the big speculators got out. The rather humorous 
result was a series of minor advances that came to sudden 
stops, and were followed by breaks. Farmers, who were 
selling their grain at the time, profited in the grain markets 
as a consequence of these efforts ‘‘to bull the market.’’ 

The reader should be able to see for himself that he must 
allow talk of manipulation to affect him no more than tips 
or any other information. Let him study the market. That 
tells the whole story, and as he develops his powers of 
analysis and control, he will learn to foresee many generally 
unexpected market moves and will have the strength of 
will to take advantage of them, even when everyone, includ- 
ing his broker, warns him against following his own opinion. 

Psychological manipulative market moves often need be 
but very minor ones to bring about the desired effect on a 
large crowd of speculators. Frequently one reads in the 
market news of ‘‘shorts being run in,’’ or of ‘‘longs being 
shaken out.’? Often in such market action manipulation is 
intimated by the gossipers, but, as a matter of fact, the only 
manipulation that was necessary on the part of big specula- 
tors was to do nothing at all. The shorts ran themselves in ; 
or the longs shook themselves out. After the action is 
over the market is likely to go right back to where it was 
before the flurry started. 

Although I have used the expression ‘‘ psychological ma- 
nipulative movesa’’ I do not wish to convey the impression 
that I believe these are generally planned by some person 
or clique with deliberation. They are not; but some specu- 
lator, who is either already in the market or who has been 
waiting for what. he believes would be a proper time to act, 
correctly analyzes the technical condition of the market 
and promptly steps in to take advantage of it. Several big 
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speculators may do the same thing at the same time, al- 
though each is perfectly unaware of what the others are 
doing, or intend to do. 

At such times it is that those inveterate over-traders, the 
pyramiders and would-be plungers who are always over- 
extended—I have already referred to this class of specula- 
tors—often become mere tools for him who takes advantage 
of market conditions. They are forced by a small fluctua- 
tion to do precisely what he wishes them to do, as unavoid- 
ably as a group of Russian serfs in by-gone days under the 
knout of their master. Struggling against their impulses, 
they buy or sell as they must, take their losses and then talk 
a great deal about manipulation as if some unfair tactics 
had defrauded them of a fortune. 

Unless there were over-trading, manipulation—even in 
the slightest degree—would be impossible; and here I do 
not allude by over-trading to the operations of those who 
are charged with doing the manipulating, but to the specu- 
lations of those whose purchases or sales are individually 
too small to come within the wildest conception of that 
term. But as probably at least seventy-five percent of all 
speculators over-trade, the operations of any large group of 
them in the aggregate, are potent enough to produce very 
marked fluctuations on some occasions, When any great 
body of them is swept into sudden crowd action, the result 
produced is often interpreted by the rest as a furious 
manipulation conducted by some great market power— 
some man whose name is breathed with awe from mouth 
to ear behind a sheltering palm. 

The speculator should concern his mind not at all with 
any ideas about manipulation. They will lead him only 
into tangled thinking, at the end of which usually lie incor- 
rect conclusions. Attempts at corners, or attempts at de 
pressing prices, by mere force of long continued, persistent 
buying or selling are so extremely rare as to be unworthy 
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of any consideration whatever. Prolonged market moves, 
either up or down, are invariably caused by the natural 
laws which govern the situation. Disgruntled speculators 
who rail against imagined manipulation by huge monied in- 
terests, talk a good deal like those agitators who tell farm- 
ers that speculators are reaping enormous profits at the 
farmers’ expense. 

The mere fact that such assertions are the silliest twaddle 
does not prevent their being believed by large groups of 
persons. Farmers have been told by agitators and politi- 
cians that they are defrauded, in some unexplained manner, 
by speculators. And they believe it, rage against grain 
exchanges and speculation. 

When our schools of agriculture and our farming com- 
munity educational centers are able to furnish farmers 
with healthy drafts, instead of only disturbing thimble- 
fuls, from the Pierian spring, there wil] be true co-opera- 
tion between producers and distributers. Until then the 
clumsy thumb of ignorance will continually be thrust into 
the delicate mechanism of watches. 

Farmers, instead of stupidly believing ludicrous state- 
ments made to them by their leaders—that grain specula- 
tors, for example, are fattening on huge profits that belong 
to producers—might well investigate the subject for them- 
selves. To do this is a simple matter for any man who 
knows how to ask sensible questions and to think a little for 
himself. He will learn that speculators generally lose. Only 
exceptional men are able to speculate successfully over any 
long period of time. Speculation is the most difficult eco- 
nomic activity—as I have said before—for any individual 
to carry on in a profitable manner; and it demands the very 
highest powers of intellect. Every farmer who has tried 
it has learned this, perhaps by bitter experience ; but instead 
of placing the blame for his losses where it belongs, on his 
own unfitness for speculation, he humanly prefers to believe 
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his losses were due to some unconquerable obstacle placed in 
his way unfairly by others. This mental attitude is old as 
human nature. It is the self-vindication of every human 
failure. 

Farmers should make the effort to learn something about 
apeculation, exchanges and other targets for vituperative 
agitators who are seeking to organize the farmers for vot- 
ing purposes. Every farmer ought to devote a few mo- 
ments now and then to thinking earnestly whether he is 
being urged to act for his own interests, or whether he is 
being worked like putty into a great, soft, spineless mass 
with his fellows, for the purpose of rolling up a majority 
for some party. 

Farmers are being manipulated, just as a market is some- 
times manipulated in the modern sense. That is, they are 
being impelled emotionally, through psychological sugges- 
tion, to organize into crowds and act, by vote or otherwise, 
in accordance with the wish and selfish purpose of leaders 
who care not one whit for farmers or for the economic dif- 
ficulties that beset them. 

‘‘Nature,’’ says Le Bon, ‘‘has recourse at times to radical 
measures, but never after our fashion, which explains how 
it is that nothing is more fatal to a people than the mania 
for great reforms however excellent those reforms may 
appear theoretically. They would only be useful were it 
possible to change instantaneously the genius of nations. 
This power, however, is only possessed by time. Men are 
ruled by ideas, sentiments, and customs—matters which are 
of the essence of ourselves. Institutions and laws are the 
outward manifestation of our character, the expression of 
its needs. Being its outcome, institutions and laws cannot 
change this character.’’ 

The foregoing digression has been entered into for the 
purpose of furnishing an example, in political machina- 
tions, of what is perfectly analogous to what there is of 
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modern manipulation in markets. The latter is the making 
of crowds of speculators act as market leaders wish them 
to act. They are directed psychologically by suggestion, un- 
consciously to organize into crowds that act with mental 
unity. 

dust so farmers, or any other class, may be ‘‘worked’’ or 
manipulated by leaders who, seizing on real conditions 
which vitally affect the class, as a means of attracting atten- 
tion, distort by confident assertions what are the true causes 
of those conditions, and by suggestions of new, startling 
methods—which they promise will instantly cure prevail- 
ing evils—twist discontent, conscious inferiority, envy and 
greed to their purpose in welding the class into an organ- 
ized crowd which neither thinks nor knows, but always does 
what its leaders order or suggest. 

To sum up, it may be said that manipulation, if the term 
is supposed to mean a continued rise or fall in price brought 
about solely by sheer force of persistent buying or selling 
by a singly directed interest, contrary to natural economic 
laws, is so extremely rare that it may be said no longer to 
exist in great speculative markets. Nowadays, the only 
manipulation there is—if it may be called manipulation at 
all—is that which is similar to what might be called manip- 
ulation in any other occupation, but which usually is called 
successful method. It is the making of others do what it is 
desired to have them do. 

In speculative markets this can be accomplished at cer- 
tain times by a slight fluctuation in price. The real market 
expert can often discern these times with rare sill. To 
bring about the desired action of other speculators is made 
much easier by the fact that the vast majority of them 
over-trade, and hence many are often so crowded by fear 
that a slight fluctuation makes them act. If there were no 
over-trading by small speculators, manipulation—even in 
this psychological sense—would be utterly impossible. But 


MANIPULATION 197 


there always will be over-trading, for in the whole mass of 
speculators there are comparatively few who can learn to 
control their greed, or will even try to do so by applying 
the rigid method and self-control that mean success. As 
it is, some group of speculators who are over-trading is 
always worried and weak emotionally. Just as farmers, dis- 
turbed by loss and economic misfortune, are easily organ- 
ized into a psychological crowd, powerless to think, that acts 
as it leaders suggest or direct, so over-trading speculators 
are easily organized into psychological crowds by sudden 
and often slight fluctuations in the market caused by wise 
speculators who keenly realize the technical condition of the 
market and act to take advantage of it. 

No speculator should ever waste a moment in thinking 
about possibilities that big interests are manipulating. Nor 
should he attempt to verify gossip concerning such rumors. 
He will waste his time. Let him pay little heed to what he 
hears others are doing. Let him study the market. There 
he will find plenty of material for correct deductions con- 
cerning a coming advance or decline, whether it will be 
called ‘‘manipulation’’ by petty wise-acres, or a ‘‘seasonal 
market move’’ by more ponderous statisticians. 


CHAPTER IX 
DECIDING WHAT TO DO 


ITH the three general rules that have been laid down 

held firmly in mind, the speculator, I shall assume, 
now prepares to decide what he shall do. He has fixed 
the size of the speculation he intends to make, and this is 
small enough in proportion to his speculative capital to 
obviate any danger that he may be over-trading in making 
it. He has set definitely the amount of profit he seeks to 
secure by the speculation he intends to make; and also the 
exact amount of loss to which he will submit, if his judg- 
ment proves to be incorrect, in the effort to secure that 
profit. He has determined to think for himself in making 
up his mind what to do. 

First he considers the condition of the market itself. This 
is based a great deal upon what the market has been doing 
for some days past and how it acts at the present time; 
whether it is dull or feverish; whether it seems heavy or 
is buoyant. He asks himself what he senses in the specula- 
tive atmosphere and what psychological condition he seems 
to detect. Are traders generally bullish or bearish? Has 
there been a prolonged, continuous advance, suggesting 
that, in accordance with usual market action, a downward 
reaction is at hand; or is the reverse of this the case? Has 
the market been hanging around the bottom, or around 
the top? What does its action indicate in the light of 
his own experience, observation and study? 

Next he should carefully consider the news. Does the 
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general news seem to warrant an increase in value? If it 
does, did the market show any response to it at the open- 
ing? Or is the market sluggish in the face of news taken 
generally to be optimistic? Is the general news bearish? 
Let him note what men of importance say about the sit- 
uation, always remembering that he must not allow him- 
self to be influenced in reading interviews with bankers 
or others, by the mere prestige or eminence of the speak- 
ers. He must interpret the news for himself. 

Does the specific market news indicate anything in the 
situation particularly worthy of thought or scrutiny? Are 
the writers of it telling facts or—as so often is the case— 
just rehashing other peoples’ opinions? What can be read 
between the lines? 

Next he should consider facts concerning the commodity 
or security in which he intends to make his trade. His 
opinion concerning this is probably clearly formed already. 
Unless there is some pronounced and evident reason for 
changing it, he is likely to do better by standing by it. 

This speculator has determined to do nothing in haste— 
that is, without consideration beforehand. Haste here is 
not measured by time, but by thought; often he must act 
quickly, but never will he act with the haste that precludes 
forethought. He intends to direct his own actions with his 
own will and to be influenced by no gossip, information, 
tips or crowd contagion that might carry him by force of 
emotion into a transaction from which his reason would 
have withheld him. 

He recalls that the market is always offering opportuni- 
ties for making money. Every day the market is there. 
Never is there any dearth of chances to make profitable 
exchanges. No man can take advantage of all of them, or 
of even any considerable part of them. But with patience, 
thought and eare he may be able to profit by many of them 
annually. The best time to exercise patience and careful 
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thought is before he gets into the market, not after he has 
got into it on the wrong side. 

So lncid an exposition of how a decision is arrived at is 
given by Professor William James, thet I shall quote it 
rather fully. He defines five methods by which a decision 
is reached. 

‘‘The first method,’’ says he, ‘‘may be called the reason- 
able type. It is that of those cases in which arguments for 
and against a given course seem gradually and almost 
insensibly to settle themselves in the mind and to end by 
leaving a clear balance in favor of one alternative, which 
alternative we then adopt without effort or restraint. 
* © © The conclusive reason for the decision in these 
cases usually is the discovery that we can refer the case to 
a class upon which we are accustomed to act unhesitatingly 
in a certain stereotyped way. * * * The moment we 
hit upon a conception which lets us apply some principle 
of action which is a fixed and stable part of our Ego, our 
state of doubt is at an end. Persons of authority, who 
have to make many decisions in the day, carry with them 
a set of heads of classification, each bearing its volitional 
consequence, and under these they seek as far as possible 
to range each new emergency as it occurs. It is where the 
emergency belongs to a species without precedent, to which 
consequently no cut-and-dried maxim will apply, that we 
feel most at a loss, and are distressed at the indeterminate- 
ness of our task. Ag soon, however, as we see our way to 
a familiar classification, we are at ease again. * * * 
The concrete dilemmas do not come to us with labels 
gummed on their backs. We may name them by many 
names. The wise man is he who succeeds in finding the 
name which suits the needs of the particular occasion 
best. 

‘A ‘reasonable’ character is one who has a store of 
stable and worthy ends, and who does not decide about 
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an action till he has calmly ascertained whether it be 
ministerial or detrimental to any one of these. In the 
next two types of decision, the final fiat oceurs before 
the evidence is all in. It often happens that no para- 
mount and authoritative reason for either course will come. 
Either seems good, and there ia no umpire to decide which 
should yield its place to the other. We grow tired of 
long hesitation and inconclusiveness, and the hour may 
come when we feel that even a bad decision is better than 
no decision at all. Under these conditions it will often 
happen that some accidental circumstance, supervening 
at a particular moment upon our mental weariness, will 
upset the balance in the direction of one of the alterna- 
tives, to which we then feel ourselves committed, although 
an opposite accident at the same time might have produced 
the opposite result. 

‘In the second type our feeling is to a great extent 
that of letting ourselves drift with a certain indifferent 
acquiescence in a direction accidentally determined from 
without, with the conviction that, after all, we might 
as well stand by this course as by the other, and that 
things are in any event sure to turn out sufficiently right. 

“In the third type the determination seems equally 
accidental, but it comes from within, and not from with- 
out. It often happens, when the absence of imperative 
principles is perplexing and suspense distracting, that 
we find ourselves acting as it were, automatically, and 
as if by a spontaneous discharge of our nerves, in the 
direction of one of the horns of the dilemma. But so 
exciting is this sense of motion after our intolerable 
pent-up state that we eagerly throw ourselves into it. 
‘Forward now!’ we inwardly ery, ‘though the heavens 
fall!’ 

‘*There is a fourth form of decision, which often ends 
deliberation as suddenly as the third form does. It 


202 SPECULATION 


comes when, in consequence of some outer experience or 
some inexplicable inward change, we suddenly pass from 
the easy and careless to the sober and strenuous mood, or 
possibly the other way. The whole scale of values of 
our motives and impulses then undergoes a change like 
that which a change of the observer’s level produces 
on a view. The most sobering possible agents are ob- 
jects of grief and fear. When one of these affects us, 
all ‘light fantastic’ notions lose their motive power, all 
solemn ones find theirs multiplied many fold. The con- 
sequence is an instant abandonment of the more trivial 
projects with which we have been dallying, and an 
instant practical acceptance of the more grim and ear- 
nest alternative which till then could not extort our 
mind’s consent. All those ‘changes of heart,’ ‘awaken- 
ings of conscious,’ etc., which make new men of so many 
of us may be classed under this head. The character 
abruptly rises to another ‘level,’ and deliberation comes 
to an immediate end. 

“In the fifth and final type of decision, the feeling 
that the evidence is all in, and that reason has balanced 
the books, may be either present or absent. But in 
either case we feel, in deciding, as if we ourselves by our 
own wilful act inclined the beam: in the former case by 
adding our living effort to the weight of the logical rea- 
son which, taken alone, seemed powerless to make the 
act discharge; in the latter by a kind of creative contri- 
bution of something instead of a reason which does a 
reason’s work. The slow dead heave of the will that is 
felt in these instances makes a class of them altogether 
different subjectively from all the four preceding classes. 
If examined closely, its chief difference from the for- 
mer cases appears to be that in those cases the mind at 
the moment of deciding on the triumphant alternative 
dropped the other one wholly or nearly out of sight, 
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whereas here both alternatives are steadily held in view, 
and in the very act of murdering the vanquished possi- 
bility the chooser realizes how much in that instant 
he is making himself lose.’’ 

Of these methods of making a decision two in par- 
ticular deserve the close attention of the speculator as 
models for imitation; two, as horrible examples to be 
avoided. One, the fourth, needs but slight attention 
because it has to do with reasoning under a decided 
change in mood. It is the method that might be used 
by a speculator who, suddenly realizing that he has 
lost far more than he could afford to lose, decides once 
and for all never to speculate again. 

The second and third methods explained by Professor 
James are the horrible examples. These methods of 
making up the mind must be avoided absolutely by the 
speculator. The second indicates perfectly how an indi- 
vidual may be controlled by crowd contagion. Feeling 
is the stimulus to decision, not reason, The manner of 
arriving at a decision described by this second ‘‘method’’ 
is the commonest of all among the great mass of specu- 
lators, and the worst. It, more than anything else per- 
haps, explains their repeated failures to speculate suc- 
cessfully. 

The third method is quite as bad as the second. This 
is the way in which the speculator who really intends to 
use his intellect, but is too impatient, makes up his mind. 
Eagerly he watches the market, but he can arrive at no 
conviction in regard to what is going to happen, that 
is strong enough to lead him to act. Repeatedly he tells 
himself that he will wait until he sees what he thinks is 
the proper time to enter upon a transaction; but the 
waiting wears out his self-control. He has keyed him- 
self up to too high a pitch, and he waits like a sprinter 
on the starting line who expects the pistol to crack every 
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succeeding moment. In the strain of holding himself 
back he finally loses his balance mentally and plunges 
into the market, merely for the relief of action, instead 
of going away from it altogether until he regains his 
psychological poise. 

The methods which the speculator should use in 
making his decisions are the first and the fifth. Condi- 
tions and his own situation will direct him to a choice 
between the two, a choice which he will make without 
conscious effort at selection. These two methods the 
reader is urged to study until he fully comprehends 
what they are. The instant he docs this he will grasp 
a suddenly increased understanding of the whole intel- 
lectual labor of speculation. 

Observe that in the first method the conclusion reached 
is usually arrived at by the discovery that the question 
in point, all the evidence being in, can be referred to a 
class of similar questions which experience and observa- 
tion have taught are usually answered in a certain way. 
That is, the mind considering the possibility of a certain 
future market action, suddenly discovers when all the 
evidence at hand comes under scrutiny, that the situa- 
tion is like a whole class of situations that in former 
market actions have generally led to some certain re- 
sult. The exactness with which any case conforms to a 
large class of cases, in which the consequent action has 
almost always been the same, is the measure of the 
strength of conviction concerning it. 

Here the reader sees why those faulty memories which 
carry only exceptional market actions are so dangerous 
to their possessors. Cases are constantly being referred 
mentally to classes of exceptions, each made up of a few 
intensely vivid memories covering a long period of time. 
But the very fact that these classes are made up of 
exceptions means that they should not be constantly 
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used for reference. The classes to which a speculator 
should mentally refer each aggregation of conditions 
and circumstances in attempting to make a decision that 
will correctly forecast market action, should be classes 
of general cases which are not exceptions. That is, he 
should always be trying to make use of general averages 
so that he may gain, over a long period of speculation, 
every advantage which the law of general averages will 
certainly give him. 

This must be obvious to the reader, and yet because 
of the law of memory mentioned in a previous chapter— 
that exceptional happenings are more vividly remem- 
bered than usual happenings—the error of constantly 
using exceptions as examples of generalities is the fun- 
damental cause of much bad speculating. Furthermore, 
this error lays the foundation for a habit of wrong 
thinking which eventually binds its victim with iron 
bonds. He becomes a man who always is looking for 
the most sensational market happenings. If the market 
is advancing under the strongest and most conspicuous 
bullish influences, he is insisting every day that it will 
break. If the market is breaking under prolonged 
liquidation, he is predicting higher prices than ever be- 
fore. In a word he is nearly always wrong. Only in 
regard to most exceptional market actions is he likely to 
be correct, and these—-because they are exceptional— 
come so seldom that they do him little good over a long 
period of trading. This sort of speculator is common 
enough. He is the man who cannot see the obvious; who 
devines deep and mysterious motives in every bit of ri- 
diculous gossip; and insists there is villainous manipu- 
lation in the most ordinary market actions. 

The fifth method of reaching a decision requires—so 
far as the subjective part of speculation is concerned— 
the highest development of the intellectual faculties. In 
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this the reasoner feels ‘‘the slow dead heave’’ of his 
own will in deciding. Often this conscious direction of 
mental power demands enormous effort when it is di- 
rected against strong feeling, the result of crowd organ- 
ization that is tending to merge the reasoner’s will into 
the lower crowd intelligence. 

Usually this is the method employed by those highly 
successful speculators who so frequently act in the face 
of what seem to most observers to be the best opinion, 
correct statistics and portentous market action itself. 
They are the men who take profits at the right time. 
Also they are those who most frequently sell at or near 
top prices, when a majority of market students are 
looking for a continued advance. Again they buy at or 
near the bottom, when ordinary speculators are shiver- 
ing at the thought of a panic. 

In arriving at their decisions often they seem to have 
a power of prevision that is almost uncanny. The minds 
of these men search out of their experience and former 
observations ‘‘a kind of creative contribution,’’ as Pro- 
fessor James says, ‘‘of something instead of a reason 
which does a reason’s work.’’ To attain such wonderful 
intellectual power should be the aim of every specula- 
tor, but perhaps it is not attainable by all who are even 
willing to do the severe training which certainly is nec- 
essary to fit any mind to exercise it. It may be some 
distinctive mark that stamps certain individual minds— 
that startling attribute which is part of personality in 
some men of whom we say, ‘‘They are born specu- 
lators.’’ 

But whether or not this high intellectual power is to 
be attained by rigid habits of correct speculative think- 
ing, eagerness for hard study, careful observation, prac- 
tice at quick concentration and the development of iron 
self-control, there is no question that all the strenuous 
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mental effort here implied is a series of steps towards 
it. If the speculator can make the attributes named part 
of his intellectual equipment he may be reasonably cer- 
tain of at least moderate success, even though he never 
rises to the brilliant eminence of a truly great specula- 
tor or financier. 

As a fitting conclusion to this chapter, and, at the 
same time, an excellent preface to the next, which treats 
of the objective part of speculation—the transformation 
of decision into action—I shall quote a part of the third 
maxim of Descartes, laid down in his ‘‘Discourse on 
Method.”’ 

“(My third maxim was,’’ said he, ‘‘to endeavor always 
to conquer myself rather than fortune, and change my 
desire rather than the order of the world, and in general, 
accustom myself to the persuasion that, except our own 
thoughts, there is nothing absolutely in our power.,”’ 


CHAPTER X 
ACTING ON DECISION 


HE first rule for what I have called the objective 
part of speculation—the actual making of a purchase 
or a sale—is, Do What You Have Decided to Do. 

This precept is paramount. No rule can stand above 
it. It carries by implication necessity for the unfailing 
exercise of that highly developed will power which is so 
essential to successful speculation. Failure to transform 
into action the results of good speculative thinking is as 
fatal to success as a habit of hastily making decisions on 
purely emotional impulse. 

There are two remarks which one most often hears in 
brokers’ offices, on the floors of exchanges or wherever 
speculators congregate. The first of these is a question 
asked with untiring iteration. Its form seldom varies, 
and time fails to stale the worthless curiosity it seeks to 
satisfy, ‘‘What do you think of the market?”’ 

In the ceaseless repetition of this one question there is 
conclusive proof that few speculators attempt to think 
for themselves. Always they are eager to subject them- 
selves to the influence of others’ opinions and to emo- 
tional contagion. In this one question, and the fre- 
quency with which it is asked, lies a whole homily on the 
inestimable value of observing the rule to think for 
one’s self, 

The second remark so thick in the chatter of specu- 
lators, always expresses a regret. In all the forms in 
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which it appears it conveys but one meaning, ‘‘If I had 
only done what I intended to do.”’ 

Here again is a lesson for the student. Here is proof 
positive of the necessity of making that self-directing 
command, which every speculator is urged to enforce in 
order to attain intellectual mastery of himself, the first 
and foremost rule for his actual trading. To put himself 
in the way of success he must do what he has decided 
to do. 

Men ordinarily fall into two great divisions: those 
whose inclination leads them to devote themselves par- 
ticularly to thought, and those whose chief aim and 
delight is action. These divisions are not sharply marked 
off, but blend into one another. The highest type of 
man is he who is both a planner and an actor-—one who 
has the method of correct thinking highly developed and 
has also the energy to act promptly, and does act or re- 
frains from acting altogether, as his will directs in con- 
formance to what he conceives are the exigencies of the 
situation. 

This type of man, as he is the highest type, makes the 
most successful speculator. He is an individual with 
brains, and with energy and will power to transform the 
product of his thinking into advantageous action. He 
rules himself perfectly and easily. Nor does he ever 
relax his self-control, for he knows that success is for 
the man who has brains enough to plan the means to 
reach it and energy enough to go and get it. He does 
not believe in “‘luck,’’ and scorns the folly of what is 
called ‘‘taking big chances.’’ His ways are method; 
and his accomplishment is certain. 

Such men are particularly rare among speculatora. 
There are many who think well, but lack the will to act 
definitely and promptly; often their opinions would be 
of great value to others, but they, themselves, seem un- 
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able to take advantage of their own foresight. Again 
there are many who act definitely and with lightning 
speed; often they are expert traders when filling orders 
for othera, but when they attempt to speculate for 
themselves they fail miserably. 

This difference in two great divisions of speculators 
corresponds to the difference between the subjective and 
the objective parts of speculation. It is the difference 
between making a decision and acting on a decision; 
the distinction, to use again the terms of art, between 
the subject and the technique. 

Three general rules for speculators were laid down in 
considering the subjective part of speculation, Many 
lesser rules each reader will readily draw from these to 
assist him to form habits of correet speculative think- 
ing. Now it is my purpose to discuss at some length 
the carrying out of decisions by making actual specula- 
tive trades—the technique of speculation. 

At the outset it is apparent that the transformation of 
speculative thought into action should be accomplished 
by the will. Those actions—that buying or selling— 
which are merely impulsive, the result of greed or fear 
played upon by the stimulus of crowd contagion, should 
not have to be reckoned with in the conduct of a good 
speculator. He must banish them from any place among 
his acts. He must never buy or sell on impulse; he must 
never allow himself to be poisoned emotionally and 
swept into the unconscious unity of crowd action. It is 
such impulsive trading in others, such purely animal 
responses to greed, fear and crowd influence upon which 
he largely counts to aid him in correctly forecasting 
market action, and to give him advantages and profits in 
trading. 

For the foregoing reasons and because the speculator 
when acting should always regard himself as a perfectly 
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controlled, strong willed individual whether he is, of his 
own volition, following a crowd or is acting contrary to 
a great speculative group, I suggest, as likely to be of 
great assistance in strictly adhering to the first rule in 
the technique of trading, a portion of the second maxim 
of Descartes, 

‘“My second maxim,”’ it runs, ‘‘was to be as firm and 
resolute in my actions as I was able, and not to adhere 
less steadfastly to the most doubtful opinions, when 
once adopted, then if they had been highly certain.’’ 

This does not mean that once a position in the market 
has been taken it should be maintained in the face of 
continual losses with that pig-headed obstinacy which 
one often sees in both novices and old hands at specu- 
lation. It means, supposing a speculator has made a 
purchase in the market and, in accordance with the sec- 
ond general rule, has definitely fixed the sum he seeks 
as @ profit and the sum he will submit to as a loss, that 
when he has that profit on paper or has suffered that 
loss on paper he shall instantly conclude the speculation 
he planned by selling what he bought. 

This is seldom an easy thing to do. But, obviously, 
unless a speculator rigidly follows the plan he has care- 
fully thought out, irrespective of whether in doing so 
that particular speculation brings him profit or loss, all 
his thinking in that instance has been a waste of mental 
effort. And worse than any loss in any particular in- 
stance due to following the rule, and far more costly in 
the long run than any amount of profits made by break- 
ing it will offset, will prove the weak, evil habit of 
acting emotionally, which is certain to be formed if the 
rule is not adhered to. 

Tron will power is at the bottom of all successful trad- 
ing. Few men in any walk of life have this highly 
developed. In speculation, where the necessity for it in 
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order to operate successfully is most apparent, all the 
surrounding circumstances and the very fluctuations of 
the markets themselves are constantly tending to de- 
stroy it. Always must the speculator be on his guard to 
maintain mastery over himself. Even after a long pe- 
riod of self-training when he has become confident in the 
almost automatic regulatory suppression exercised by 
his self-control, a single lapse into weak emotionalism, 
a single desertion of the rules he has laid down for him- 
self, may result in ultimate defeat. If such a lapse 
brings on immediately a big loss, it will in the end prove 
less costly to him than if it secures an immediate gain; 
for after the latter case the speculator will again and 
again be sorely tempted to cast his plans to the wind, in 
the hope of making some sudden and brilliant coup. He 
will begin to try to take advantage of the exceptional in 
market action, instead of holding himself firmly to rules 
which deal with general averages and which must in the 
long run give him that certain advantage offered by the 
law of averages, the only assistance outside of himself 
that man has a right to count upon in speculation, or in 
life. 

Even if there is a good fate or fortune which some- 
times chooses a man for its own, strict adherence to 
method in speculation will help such a man. It is ob- 
vious that, presuming there is some ‘‘luck’’ that marks 
a man from among the herd to be successful, nothing he 
may do can defeat its purpose; and if he follows those 
same rules, tested and vouched for by experience, 
“‘luck,’’ if such a thing exists, will give him better re- 
sults than another. Moreover, if ‘‘luck’’ suddenly turns 
its back upon him—and that this often happens is well 
agreed by those who worship at its shrine—no over- 
whelming misfortune will suddenly engulf him. He is 
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still pursuing the method which must bring him the best 
possible results that his capital and ability can secure. 

Development of will power should be the undeviating 
aim of every speculator. This very purpose is the build- 
ing of character; and even if he cannot reach the height 
of intellectual self-mastery towards which he climbs, he 
will nevertheless—in all probability—develop sufficient 
strength of mind to give up speculating in markets for 
all time if he cannot make it profitable, and thus save 
himself from degenerating into one of those miserable, 
vacillating human failures who hang over tickers, feast 
their eyes upon the figures on blackboards and live ou 
wild dreams of opulence as unlikely to be realized and 
as undeserved, as the wealth and luxury in halucina- 
tions that haunt a man addicted to the use of some 
brain-destroying drug. Such dreams, self-promises of 
future endeavor, even prayers to the Almighty for a 
market to go up or down, with resolutions to make gen- 
erous gifts to charity in event of a favorable issue—a 
kind of attempted bargaining with Providence that if 
ever heard by God must bring a faint smile to his au- 
gust lips; all this is intellectual self-abuse that ruins 
mind and soul and leaves along the way of progress 
those miserable human wrecks of speculation, unfit 
stragglers in the advancing army of civilization the 
captains of which, who march in the van, are always the 
ever more capable, efficient and strong who alone can 
stand the pace set by the first rank. 

Since development of will power is most necessary for 
successful trading, the speculator should form habits 
that will assist in his self-training. Merely to resolve 
always to do what he has decided to do is but a begin- 
ning. He is likely to find at the start that often he does 
not even clearly know what he has decided to do. Then 
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again, he is sure that it is correct sometimes to change 
his mind, but he is not developed highly enough in the 
purely intellectual part of speculation to have formed 
any method for arriving at an understanding of when he 
should change his mind, and of how he may do this 
without at the same time feeling that he is breaking his 
rule always to do what he has decided to do, 

Such clarity of mind as has been alluded to is an 
advanced stage of intellectual power. The average spec- 
ulator, to whom this exposition and admonition is ad- 
dressed, cannot expect to attain any such perspicuity 
without long and hard mental labor. At the outset he 
should lay down a rule never to change his mind during 
any specific speculation in which he engages. By strictly 
adhering to this determination he will eventually de- 
velop a power of will which may enable him to change 
his mind instantly, in the event of certain happenings, 
and to act, without suffering afterwards, no matter what 
the result of his change may be, any of those mind- 
enfeebling and useless regrets that weaken the will and 
the intellect, as all forms of remorse do. 

In order to obviate, so far as possible, the mental 
strain of adhering in action to a decision that has been 
reached, it may be well for a speculator who realizes 
that his intellectual habits are bad, to pursue a simple 
method in the manner of making his trades. One, which 
I suggest for the use of the man who continually lets 
profits get away from him and who allows losses to grow 
far beyond what he intended, is as follows: when the 
speculator enters upon a trade, whether he buys or sells, 
he should instantly put in with his broker two other 
orders—the execution of either of which is to cancel the 
other—which exactly conform to the decision he has 
reached in regard to the amount of profit he seeks and 
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the amount of loss to which he will submit. For exam- 
ple, presume he decides that by the purchase of a cer- 
tain stock or commodity he can make a profit of three 
points. Presume, also, that he has decided he will not 
lose more than two points in attempting to secure that 
profit. Then, when he makes his purchase he should put 
in an order to re-sell at a price three points above what 
he paid. Also he should put in a stop-loss order two 
points below the purchase price. When either of these 
orders is executed, the other is to be canceled. 

For the speculator who suffers from his own vacillat- 
ing opinions there is no better method than this to begin 
the development of will power. He may carry the 
method a step farther by making it a rule that, if at 
the end of the period he has set for the making of a 
certain profit, he has neither made that profit nor suf- 
fered the loss limited by his stop-order, then he shall 
close out the trade, quite irrespective of whether it 
shows 8 profit or 4 loss. 

The reader is urged fully to comprehend that I am 
not attempting to lay down any specific form of trading 
as certain to be successful. I am merely suggesting a 
simple way in which a speculator can train himself in 
method, and develop his will power. He might seek a 
profit of fifty points, or of only one point; and he might 
be willing to submit to fifty points loss or to only a couple 
of points; he might not look to securing his profit be- 
fore the expiration of months or even of years. It is 
all one. By placing definite orders at the time of enter- 
ing into his speculation he observes one important rule 
and arranges for the observance of another. First, he 
forces himself definitely to decide the exact purpose and 
aim of his speculation; second, he arranges for the ful- 
filment of that purpose and aim when the time shall 
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arrive for its accomplishment, in case that then he 
should lack the energy to rouse his will to direct the 
action he had decided upon. 

It is not unusual for a sound, conservative speculator 
to make up his mind that he will purchase a certain stock 
or commodity in event of its breaking down to a cer- 
tain price. But he fails to put in with his broker his 
order to buy at that price. Then the break comes, just 
as he foresaw that it might. It carries the price of the 
stock or commodity in question below the price at which 
the speculator had intended to buy it. But he does not 
buy it. He has become contaminated with crowd emo- 
tion, and may be carried so far off his mental balance 
that he even sells—instead of buying—although the mar- 
ket has begun, exactly in the way he foresaw that it 
would begin, an action which he believed eventually 
would result in an advance by which he had decided 
to profit. Even if he holds himself free from crowd con- 
tagion and does not sell, he may refrain from buying. 
In any case, if his order had already been placed with 
his broker, there would have been no call upon him for 
energy to exert his will—an energy which he lacked. 

Clearly, he, who hopes and expects to become a specu- 
lator who is consistently successful, must eventually de- 
velop strength to do what he has decided to do without 
any necessity for surrounding himself with such safe- 
guards as have been suggested. Such a man will also 
become absolutely impervious to crowd contagion. He 
will make use of it in others to his own advantage. But 
the average speculator, to whom this book is directed, 
is no such paragon. He is, in all probability, a rather 
consistent loser—on a large or a small scale—who has 
sunk into that miserably mediocre state of mind in which 
he is ready to congratulate himself whenever he gets out 
of a trade unhurt, or with only a small loss. 
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Those who are most susceptible to crowd contagion 
often are inveterate traders, men who have been speculat- 
ing for years. On the other hand, novices are often for 
a time singularly immune to it—an immunity which ex- 
plains why they are frequently successful at the outset 
in their market careers. As they get to hear more and 
more of the gossip, information and tips that float about, 
and become more and more saturated with the atmos- 
phere of brokers’ offices, they usually, also, become more 
and more subject to the effects of fluctuations in the mar- 
ket, and are more easily and more quickly moved by 
greed and fear. 

The tendency to be swayed by emotion, if it is not 
controlled, is a deadly thing to the speculator. Any 
man who is susceptible in a high degree to crowd in- 
fluence should give up hope of ever being finally suc- 
cessful in speculation—no matter how profitable his trad- 
ing may be periodically—until he takes steps to correct 
his temperamental weakness. There is no better way 
to do this than by abstaining from all trading for a 
definite time—say thirty days—during which the specu- 
lator should, nevertheless, frequent brokers’ offices, keep 
himself constantly in the speculative atmosphere and 
within the influence of market fluctuations and all the 
news and gossip concerning them. 

The man who can do this—not, mind you, the man 
who has to do this temporarily because he lacks specula- 
tive capital and credit—and who can at the same time 
note his own emotions, his furious desires to buy or to 
sell and what would have been the results of having 
acted in response to those desires, is in an excellent men- 
tal condition to study the sound principles of speculation 
and the rules for practicing it, with good reason to believe 
that he can develop in himself the requisite will power 
for achieving success. 
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The man who, realizing his lack of self-control, attempts 
to strengthen himself by thus refraining for a definite 
time from trading, even if he breaks his resolve, is on 
the right road to self-culture. Let him keep on trying 
until he attains a power of will which makes him cer- 
tain that whenever he decides to do a thing he will un- 
questionably carry out his decision if that is humanly 
possible, 


CHAPTER XI 
TIME AND PARTICULAR MARKETS 


IME is an obtrusive element in speculation. To the 

speculator the momentous question is indeed 
‘*When?’’ What he shall buy, or what he shall sell, 
can rise only to secondary importance. With the inves- 
tor the order of these two questions must be reversed, 
but with the speculator ‘‘when’’ stands always first. 

In no activity of every day life has that hackneyed 
phrase, ‘‘the psychological moment,’’ a deeper signifi- 
eance. Because of all those changes in price often brought 
about by nothing beyond crowd action resulting from a 
unified discharge of speculative force, the real meaning 
of that phrase becomes clear and luminous. 

Over any long period, no matter whether the general 
trend of a certain market may be upward or downward, 
there are countless contrary minor actions large enough 
to provide regular revenue to the speculator who can 
time his buying or selling and its consequent profit-taking 
or loss-taking, to fit those counter movements, This is 
possible only to him who has studied closely and well 
the action of the market in which he trades. 

There is an old belief that stalks about brokers’ offices 
with the air of well-established truth. It is that no 
speculator can succeed who too frequently gets into 
and out of the market; that the fortunes are made by 
sticking. But to make a fortune in a single speculative 
operation is altogether too exceptional, for the method 
used in doing it to be subject to any rules that seek to 
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take advantage of the usual. That many fortunes have 
been lost by ‘‘sticking’’ is unquestionable. In fact this 
is exactly the way in which fortunes are most frequently 
lost. 

It is a strange axiom in the psychology of speculation, 
an axiom which every man who has speculated knows for 
himself and which the man who has not speculated can 
learn from any broker who cares to tell him the truth, 
that it is far more difficult for a speculator te remain 
in a market day after day when it is going his way and 
when every succeeding close shows him a larger profit 
on paper, than it is for him to hold on, like a drowning 
man to a straw, when it is going against him. Here again 
is an old lesson for the man who thinks. He knows that 
his tendency, like that of all other speculators, is to 
overstay a loss and to understay a profit. Therefore, 
if he is wise he will, so long as he doubts the power of 
his control over himself, apply that method suggested in 
the last chapter of always placing two orders at the same 
time that he enters the market, to get him out of it again 
in accordance with the decision he has made. 

But the question of whether it is better to seek small 
profits or take small losses in frequent trades, than to 
hold on for big profits or large losses in infrequent. trades 
is not to be answered by any general rule that will apply 
to all markets. The best specific manner of making trades 
in one market is not likely to be the best in every other 
market. Often this has been proved by the experience 
of a speculator who has applied the method he used 
with success in stock trading to speculation in grain or 
cotton with the worst possible results to himself. 

One may readily see, for example, that the markets 
which deal with grain or cotton are subjected directly 
to influences which can have at most only a secondary 
bearing on the stock market. Climatic conditions and 
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the size of crops are all-important in the former. In the 
latter these factors are worthy of only secondary consid- 
eration in value making. 

Furthermore, in the grain markets and in the cotton 
market there are natural seasonal trends which seldom 
are distorted from their ordinary course, except by anom- 
olous climatic or crop conditions or great social disturb- 
ances such as wars or famines. With the stock market 
precisely the same overpowering influence may work an 
exactly contrary effect. War, for example, in 1914 started 
the great bull grain markets of those years of soaring 
prices that followed, but its first effect on the stock 
market was so depressing that stock exchanges were 
summarily closed. 

Even the causes of seasonal trends in some markets 
may produce quite contrary actions in other markets. 
It is clear, for instance, that enormous harvests of grain 
might naturally lead to declining grain prices in the Fall, 
while at the same time, money released by the marketing 
of grain and greatly increased business of grain-carrying 
railroads might give considerable strength to the stock 
market. This very happening is not unusual; frequently 
a strong stock market in the Fall is paralleled by weak 
grain markets. 

As the reader has already been informed, the aim of this 
book is to present to him the theory of speculation, and to 
make self-evident that the theory presented is correct. For 
this purpose both the principles which have been demon- 
strated and the rules which have been formulated had 
to be general, so that they might apply to all forms of 
speculation, but particularly to speculation in specula- 
tive markets, because there it reaches its highest develop- 
ment. This exposition should serve as fundamental gen- 
eral knowledge of speculation, both in theory and for 
practice. With this well digested in his mind the specu- 
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lator may take up the study of speculation in a particular 
market, and apply to it his general knowledge for the 
purpose of developing specific principles and rules which 
fit that market alone, just as he might apply a general 
knowledge of mathematics to algebra or geometry, to 
arrive at the specific principles of each and to formulate 
rules for utilizing them. 

Properly to place any specific market under the micro- 
scope, as it were, necessitates the gathering over a long 
period of time of an enormous amount of data, and the 
arranging and compiling of this data so that general 
averages in market action may readily be grasped and 
their value to the otherwise well-informed speculator 
easily comprehended. 

This work of gathering and compiling data concerning 
specific markets I have been engaged in for a number 
of years, and I intend to offer the fruits of this original 
research in the near future. The labor of such work is 
very considerable, because, if the data are to have scien- 
tific as well as practical value, they must cover long peri- 
ods of time, and must be gathered under all kinds of 
economic conditions, at all seasons, with the most pains- 
taking accuracy. Only thus can the average or usual 
action be proved to be average or usual; for only by 
demonstrating its predominance over those vividly re- 
membered actions which seem so frequent, but which 
do not predominate, can the latter be proved to be ex- 
ceptional, and the former usual. 

That there are well-established laws of market action, 
and that knowledge of these wonderfully increases the 
power of forecasting market movements, I have long since 
proved beyond quesion by applying some of those laws 
in daily forecasts of market action over a period of 
many months. The forecasts were published daily. They 
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were clear and unambiguous; and the average of their 
correctness stands at the present time quite unequaled by 
any even remotely similar attempt. 

The experiment of publishing those forecasts in a 
metropolitan newspaper was unique. At the beginning 
it was regarded as hazardous, because—so little is specu- 
lation comprehended—the theory that a market must 
obey inexorable laws was then considered by many as 
doubtful. But when, after the experiment had been con- 
ducted for a continuous period of more than six months, 
and the percentage of accuracy for that whole period 
had proved to be slightly higher than what I had as- 
serted in advance it would attain, the scientific and prac- 
tical value of the theory was conclusively established. 

The test was applied to the wheat market, because 
that seemed at the time to be so erratic as to offer a 
confusion of action that would most likely preclude the 
possibility of any definite controlling laws proving their 
existence, with any degree of scientific precision. Never- 
theless, the results surpassed my own pre-stated estimate 
of what they certainly would approximate in percentage 
of accuracy, and demonstrated forcibly the scientific cor- 
rectness of the theory of speculation here advanced and 
its practical value to the speculator, when it is applied 
with specific rules in specific markets. 

Grain speculators are perfectly familiar with the experi- 
ment to which I refer. It was not conducted secretly in my 
own laboratory, as it were, but was published daily in 
a series of definite forecasts printed under the pen-name 
of ‘‘Argus.’’ Again and again, as those speculators will 
remember, even the approximate time during the day 
when a market turn might be looked for, when the bot- 
tom price would be touched or when the top would be 
reached was stated with a preciseness that frequently 
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seemed to them astounding. And quite as often even 
the kind of general market action, dull or active or whip- 
sawing or steady in one direction, was forecast. 

It is not my desire in emphasizing the accuracy of 
those daily prognostications lovingly to pat my own 
shoulder, but to impress upon the reader—no matter 
what some arrogant or pompous wise-acre may tell him 
—the sanity and wisdom of paying attention in the study 
of speculative markets to details similar to those which 
would have his weightiest consideration in ordinary busi- 
ness, and to apply method, patience and conservatism 
with at least as great a persistence as he would exert in 
attempting to conduct any ordinary business successfully. 

The strange belief, held by many who speculate and 
by most who do not, that speculation is a kind of shak- 
ing dice with fortune is to me inexplicable. How a sup- 
posedly reasonable man can make himself think that 
chance alone rules speculative markets, or how he can 
believe that a few idle words—the lightest opinion, per- 
haps—of some one else are worthy of more respect, when 
it comes to laying out his own money with the purpose 
of trying to increase his capital, than the well directed 
efforts of his own brain, is to me dumbfounding. But 
this timid backing away from one’s own conclusions is 
the self-depreciating conservatism of ignorance. To come 
to any conclusion in which he can have confidence, a 
man must helieve he has knowledge. To knowledge 
there is no easy road; but it is free, and any man who 
wants it hard enough ultimately will take the trouble 
to get it. In speculation, more, perhaps, than in any 
other established economic activity, knowledge will pay 
particularly big dividends because so few possess it. 
There the man who really knows himself, and knows 
markets, is a giant among pigmies. He may not, indeed, 
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ever become rich; but he will never be irretrievably 
Tuined; and probably he will be able to go on year after 
year achieving, without injuring his nerves and health, 
the utmost suceess which the capital at his command and 
his native ability, increased by intellectual development, 
make possible. 

In applying to any particular market the rules that 
have been formulated, the novice in speculation must 
keep in mind that they are general. They may be ap- 
plied to speculation in any form whatever; but besides 
these rules others which have particularly to do with 
time, as has already been explained, and with the method 
of varying the size of trades in accordance with preced- 
ing losses or gains, must be developed. 

Certain cycles of movement are peculiar to different 
kinds of markets. First there are cycles over long peri- 
ods of years; these are not of great practical value to 
the speculator, although they may be important to the 
investor. Again there are annual cycles in many mar- 
kets, and even cycles which appear quite regularly within 
shorter periods in some markets, 

Obviously it is quite impossible to lay down general 
rules concerning cycles which do not appear similarly 
in all markets. Also it is impossible to lay down general 
rules for caleulating the usual effect of definite events 
on different markets, As has been shown, the same event 
often produces different effects on different markets. 
Again, whether to speculate with the aim of securing 
many small profits or few large ones, depends upon the 
particular market in which the trading is going to be 
done; and often either method is to be preferred in the 
same market at a different time of the year. As this 
question is intimately bound up with the question of 
method in varying the size of speculations, the latter, too, 


226 SPECULATION 


is dependent upon the market in which the operations 
are carried on, 

We have arrived, then, in our investigation at that 
point where the field must be further restricted in order 
to concentrate on it to advantage. Here what may be 
considered the great trunk of general speculation in mar- 
kets branches into numerous forms of speculation in spe- 
cific markets. To secure the best practical results, each 
of these must be examined as an entity in the light of 
the general theory, general principles and general rules 
of speculation. Each must be scrutinized technically, 
and all its data systematized so that it gives up those 
particular principles which apply to it alone and indicate 
the best times and the best methods for making specific 
trades, all of which are at the same time conducted in 
accordance with the general rules of speculation. 

Here, then, I must bring this part of my work to a 
close. In a forthcoming book I shall deal specifically with 
kinds of markets, present tables, compilations and charts 
to illustrate typical actions, and furnish numerous general 
averages of actions which become the basis for recognizing 
specific market laws and for taking those advantages of 
their inexorability which the law of averages offers. The 
tables, compilations and charts necessary for this are now 
well along towards completion, but the work of arranging 
them for publication, involving as it does selection from 
an enormous amount of data covering a period of years, 
is a heavy and tedious one. Until it is completed the reader 
who is interested in the subject, and who appreciates its 
practical, as well as economic, value, may study markets 
in the light of the theory of speculation here advanced, 
making particular effort to understand the psychology of 
them; and also may test, by observation at least, the effi- 
cacy of those general rules that have been laid down which, 
in concluding, I cannot do better than repeat. 
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1. Do not over-trade. 

2. Always definitely fix the amount of profit sought in 
a speculation and the amount of loss that will be sub- 
mitted to. 

3. Think for yourself. 

4. Do what you have decided to do. 


CHAPTER XII 
RESUME 


HAT the reader may more readily gain a unified im- 
pression of the last eleven chapters the following 
résumé is offered to him. 

Speculation may best be studied in its pure form in 
speculative markets, although even there the purpose of 
investment or of ordinary business often enters into ex- 
changes. 

Speculative markets are not, contrary to a frequent sup- 
position, deliberately conceived devices to make specula- 
tion tempting. They are the natural and unconscious de- 
velopment by economic society of aids to facilitate distribu- 
tion. They are the direct result of the speculative force 
in mankind which, in expressing itself in exchanges, con- 
stantly evolves better means of consummating those ex- 
changes. 

Distribution is quite as important to society as produc- 
tion. The interdependence between them is of the same 
kind as that which exists among various parts in every 
living organism; and to attempt to establish priority of 
importance between them is as footless as to attempt to 
prove which is more necessary to the normal human body, 
the brain or the stomach. 

The evolution of speculative markets may be outlined 
as a manifestation of society in the effort to protect itself, 
in the matter of exchanges, by developing market places 
in which price and value can be made practically identical 
at all times, so that fraud and lesser dishonesty based on 

228 


RESUME 229 


difference between price and value will be impossible in 
those things which are bought and sold in such markets, 
and which, because of their nature, are most subject to 
constant exchange. 

The benefits to society of speculative markets are many. 
One is the establishment in every exchange of approxi- 
mately true value. Another is providing ready purchasers 
for the sale of collateral on which banks make loans; the 
value of such collateral, and hence the amount of loans 
possible to secure on it, are also established. Other benefits 
are the tendency to make changes in value less sudden; 
and enormously to increase the range and quantity of dis- 
tribution. 

Two great classes of speculative markets are those in 
which the supply is always known, generally with utmost 
precision, as the stock market; and those in which the 
supply is never known, but can be only estimated, as the 
grain markets. It is not intended here to go into any tech- 
nical explanation of trading in stocks as distinguished from 
trading in grain or some other commodity. The purpose 
now is to elucidate the general principles of speculation 
in all speculative markets, and to deduce practical general 
rules for success in such operations. 


By far the most important element to understand in 
all speculative markets is the psychology of the market. 
Fally to appreciate that the speculative force, which under- 
lies all speculation, is a mental attribute in all mankind, 
is to recognize the overwhelming part played by the psy- 
chology of the market in making price changes. In all 
its ups and downs, in its doldroms and in its panics, a 
speculative market is nothing less than a living record 
of the results of a definite kind of human thought, which 
is always urged into action by the same force. Therefore, 
the examination of market action is peculiarly amenable 
to sharp, scientific method. 
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By the psychology of the market I mean those states 
and changes of the individual thought of speculators, and 
the causes of them, which result in making the speculative 
force underlying market action stronger, or in changing 
ita direction, or in weakening it, or in making it conflicting 
and confused, or in concerting it into an overwhelming 
strength that produces all the effect of complete unity. 

To discover what laws govern market action, with a view 
to forecasting more accurately price changes, and to de- 
velop method as a means of making sure the carrying out 
of decisions properly reached, are the practical purposes 
of this investigation. Every failure to anticipate, by a 
contemplated exchange, a certain action of the market 
must be due either to error in the reasoning of the specu- 
lator or to omission on his part to act in accordance with 
his reasoning when that is correct. 

The observer early comes to comprehend that it is not 
actual facts or news in themselves that immediately affect 
the market, but interpretation of those facts and that 
news coupled with presumptions of how those facts and 
that news will affect other speculators, when acted upon 
by the balance of speculative power. 

Speculative power is not the same as speculative force. 
The latter is thought. Speculative power is the money rep- 
resentative of speculative force, but it is by no means 
commensurate with the strength or weakness of the latter. 
For example, a speculator, in whom the speculative force 
ig enormously strong, might have only $100 in the world 
and speculate to the limit with that in a single operation. 
But another speculator, in whom the speculative force is 
at the same time much weaker and urging in the contrary 
direction, might make use of $1,000 on the opposite side 
of the market, Here, then, would be a speculator, in whom 
the speculative force is strong, represented by a specula- 
tive power of only $100, opposed to a speculator, in whom 
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the speculative force is weak, but who is represented by 
$1,000. 

At all times a speculative market includes in it specula- 
tors moved by every degree of speculative force, which is 
represented by various amounts of speculative power out 
of all proportion to that force. The balance of this specu- 
lative power is what moves the market inevitably, This 
is that mysterious, impersonal ‘‘they,’’ so constantly men- 
tioned. It may coincide with the speculative power of 
thousands of small speculators—as is usually the ease in 
a bull market—or it may be opposed to it. The personnel 
of speculators coinciding with and making up the balance 
of power is continuously shifting. This balance of power, 
which always is directing the market, is dependent on 
speculative force that often is growing in strength which 
will develop added speculative power to push prices much 
farther in one uninterrupted direction, or again the specu- 
lative force may be weakening preparatory to turning the 
balance of speculative power in a direction opposite to 
that in which it hag been exerting itself. 

To understand thoroughly the psychology of the market, 
an understanding of crowd psychology is essential. The 
law of an organized, or psychological, crowd is mental 
unity. The individuals composing the crowd lose their 
conscious personality under the influence of emotion and 
are ready to act as one, directed by the low, crowd intel- 
ligence. 

The usual situation in a market is this: thousands of 
speculators, large and small, in various positions, may be 
regarded as groups, the members of which are quite uncon- 
scious of any relationship with others of the same group. 

The mental effect on himself of the relation a specula- 
tor’s loss or profit bears to his available capital relegates 
him to a certain group. Thus, fluctuations in the market, 
as they are constantly changing this relation in the case 
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of thousands of individuals, are also constantly changing 
the personne! of the different groups. Finally, perhaps, 
some startling piece of news, or a change in the market 
itself, results in converting a group into a psychological 
crowd which acts instantly with the unity of a single 
individual. 

At all times in a market there are those exceptional indi- 
vidual speculators who, by superb will power and by the 
exercise of rigid method, keep themselves immune to crowd 
contagion. These are the successful apeculators. They may 
act with a psychological crowd or against it, but never do 
they become part of it. They take advantage of crowd 
action. 

The two great emotions which tend to direct the specula- 
tive force are greed and fear. These emotions are most 
powerful in converting groups of speculators into psy- 
chological crowds that act like sheep. As the first aim of 
every speculator should be to hold himself free from all 
crowd influence, he should not, because of greed, at the 
very outset make his speculation so large in proportion 
to his available capital that a comparatively small fluctua- 
tion against him puts him into a group of speculators psy- 
chologically on the verge of fear and on the point of 
being swept into crowd action. 

Nothing can make clearer than the effects of crowd psy- 
chological on individual speculators who have made large 
speculations in proportion to their available capital, the 
folly of over-trading. The first great general rule for 
successful speculation is, Do not over-trade. 

Speculation is an art. The first principle of every art 
is to have at the outset a clear conception of the end aimed 
at. Not one speculator in a thousand has this; and not 
one in a thousand is consistently successful. The average 
speculator goes into the market and becomes a football 
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for his own emotions until finally he is kicked out of it 
because he lacks capital to stand a further loss. 

With the investor, the instant he has made his invest- 
ment his purpose is fulfilled. If the investment fails to 
come up to his expectations that is not because he failed 
to carry it out as he purposed. 

With the speculator, however, when he enters the mar- 
ket his speculation is only begun. Until he has got out 
again with a profit, or with a loss, his speculation is not 
complete. Few indeed are the speculators who remember 
this. 

The second great general rule for successful speculation 
is, Never enter upon any speculation without clearly con- 
ceiving precisely the amount of profit that is sought and 
exactly the amount of loss that will be submitted to in 
the effort to secure that profit. 


The first two rules of speculation lead directly to the 
third great rule: Every speculator must think for himself. 

Every speculation can be sharply divided into its subjec- 
tive and objective parts, which correspond to the subject 
and the technique in art. These parts are bound together 
into a whole by will power. 

From now on, speculation will be considered as a prac- 
tical art from the point of view of an individual who is 
attempting to make profitable transactions in speculative 
markets. Such a person must at all times strive to main- 
tain the correct point of view towards the market in which 
he is trading. This contemplates the effect of the market 
on himself and other speculators; and their effect upon it. 

The action of the market itself has a far greater effect 
in bringing about the buying or selling by speculators 
than any other one thing. 

In making up his mind what to do, a speculator should 
first determine never to do anything at all with a haste 
that precludes forethought. Those things which he must 
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particularly consider are, in their order of importance: 
the market itself; the news, general and specific; facts 
concerning the security or commodity in which he intends 
to make his speculation. For the investor this order of 
consideration should be reversed. 

In a speculative market the price at any instant rep- 
resents the value at that instant. This the speculator must 
always keep in mind to save himself from losses due to 
the halucmation that—as often is the case outside of specu- 
lative markets—he can, through some special knowledge, 
buy something for less than its value. This fallacy leads 
to accepting the silliest of tips, and to hanging on to a 
purchase of something that continues to decline in price, 
in the belief that it was bought at less than its value at 
the time of purchase, and that that value remains un- 
changed, in spite of the drop in price. In a speculative 
market, as has been demonstrated, price and value always 
are practically the same thing. 

Unfortunately, writers for the press concerning markets 
are, as a class, utterly incapable of furnishing the informa- 
tion they are presumed to possess, or of writing with ripe 
experience and knowledge about what they attempt to 
discuss. 

To draw reliable conclusions about anything it is nec- 
essary to pursue a method of correct reasoning, and to close 
the mind to the mere opinions of others. The speculator 
must learn to make his own observations, and to draw 
his own deductions from them. Let him never forget that 
speculation is first and foremost intellectual. 

On averages drawn from the past, conclusions concern- 
ing the future are based which in all business, and in life 
generally, are the subjects of most serious consideration. 
The importance of the law of averages and the calculus 
of probabilities in speculation is vaguely felt by everyone. 
But in regard to every speculative market the general 
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ignorance concerning those most interesting subjects, and 
the lack of proper data to assist in utilizing them are 
amazing. My own investigations into various markets, car- 
ried on over & period of years, have proved that many 
market actions recur in definite succession to certain other 
actions with a frequency that is of the greatest value to 
a speculator who knows and makes use of the law of their 
average occurrence. There are many mathematical rules 
that may be deduced from close observation and the com- 
pilation of tables. 

By method, and by method alone, can a speculator be 
certain to gain, over a long period of speculation, every 
advantage which the law of averages holds for him; and 
it is the total of such advantages which makes the difference 
between successful speculation and failure. 

But the law of averages and the calculus of probabilities 
are fraught with danger for him who does not under. 
stand their real meaning. They declare the certainty of 
generalities, but only indicate the probabilities in specific 
individual cases. The shallow thinker tries to make use 
of them to convert probabilities in specific instances into 
certainties, as if there were some force that could do this 
in mere mathematics. 

Speculative markets are not ruled by chance. A law 
governs every action. But always to discover beforehand 
the governing law, and always to foresee an exact effect 
under different conditions, would imply knowledge uni- 
versal and infinitely profound. By systematic observation, 
patience and constant effort at applying laws, however, a 
speculator may constantly increase his understanding of 
market action and raise his power of prevision towards that 
degree of accuracy which is humanly possible of attain- 
ment. 

Although the mathematics which may be applied to mar- 
ket action will give a hundred valuable hints and indica- 
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tions to the speculator, the psychology of the market is 
always paramount. Failure to comprehend this is what 
brings so many ‘‘chart-players’”’ to grief. But, properly 
used, charts are the best hand-book to knowledge of market 
action. By ‘‘properly used’’ I mean that they should be 
sedulously studied to discover idiosyncrasies of different 
types of market action. 

The memories of most speculators are notoriously unre- 
liable; and, as exceptional happenings are more vividly 
and longer remembered than usual ones, speculators are 
constantly expecting the recurrence of those exceptional 
happenings which they remember, instead of the usual 
happenings which are the ones that constantly recur. 

In considering the news of the day in its bearing upon 
a speculative market, the speculator should first of all 
differentiate facts from opinion. Never should he accept 
as authoritative any explanation from any other person 
for a past action of the market. He should think out that 
action for himself. At all times he should remember that 
the greatest fear in the world today is the fear of the 
truth. The tendency of newspapers, financial writers and 
business leaders is to coddle the public with over-sanguine 
statements. Dependence on the truth of these is likely 
to be a costly credit for a speculator to give. 

Ags it is impossible for a speculator ever to be certain 
that he is getting the trne opinion of a banker, a big specu- 
lator or a business leader, he should never allow the pres- 
tige of such persons to influence him into accepting their 
verbally expressed opinions, At all times he should be 
deaf to tips and ‘‘inside information.’’ A speculator must 
think for himself, and must do his thinking rigidly in 
accordance with the method of reasoning he has laid down, 
He should determine that, by observation, study and pa- 
tience, he will make his own market opinions better than 
those of others. 
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Never should a speculator regulate the size of his specula- 
tion in accordance with the greater or less faith he has in 
the various conclusions reached. This is to be influenced 
by emotion in most cases. Always the size of his specu- 
lation should be regulated by its proportion to his specula- 
tive capital, considered in the light of losses or profits 
that have preceded it and in accordance with his method. 

Much that has just been said may seem to the reader 
obvious, but because it is obvious too little attention often 
is paid to it. The speculator should be particularly careful 
not to lose sight of the obvious in a too concentrated search 
for hidden meanings. 

Manipulation seems generally to be regarded as a de- 
velopment in man’s greed of a sort of unpardonable vil- 
lainy that approximates erime. This popular execration 
in which manipulation is supposed to be held is a ludicrous 
pose. The whole of business is but a kind of manipulation. 
Every man is a profiteer at heart. No information will 
more quickly lead small speculators to buy some security or 
commodity than the statement that a clique is trying to 
‘‘ran a corner”’ in it. 

A atronger preventive of manipulation than even any 
of the drastic rules of Exchanges against it, is the nature 
of speculation itself. If manipulation is used to mean 
persistent, inordinate buying or selling to force pricea in 
one continued direction irrespective of natural economic 
laws, it may be said to be practically non-existent today. 
Modern manipulation—if it may be called manipulation at 
all—is psychological. It is the making of others do what 
is desired by suggestion. In ordinary business this same 
endeavor, when it produces the results sought, is called 
suceessful method. 

Speculators receive their strongest suggestions to act 
from the action of the market. The mimetic instinct—-the 
instinct to imitate—is one of the strongest tendencies in 
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human nature. The speculator who sees prices dropping 
under selling that he imagines is going on all around him 
wants to imitate the sellers. If prices advance he wants 
to imitate the buyers. 

The big speculator who wishes to sell can do so to better 
advantage if he starts a buying wave first. But such at- 
tempts often fail, and then are costly. They are merely, 
in action, what a bargainer who wishes to sell does in 
words, when he puffs up the article he has for sale. 

Spreading false news or rumors is no longer largely 
effective in influencing markets. Exchanges maintain strict 
censorship of news, and denials come too quickly on the 
heels of false statements to make the latter widely influen- 
tial. 

What frequently is called manipulation is no more than 
the prompt action of one or more big speculators—each 
quite unconscious of what the other is doing or intends 
to do—in taking advantage of a psychological condition 
of the market which he has correctly analyzed. At such 
times the over-extension of those inveterate over-traders, 
the pyramiders and would-be plungers, makes them the 
mere tools of the big speculators. As fully seventy-five 
percent of all speculators are constantly involved in over- 
trades, there often arise market conditions in which a slight 
fluctuation may organize a psychological crowd which, 
acting with unity, produces a decided market move that is 
called ‘‘manipulative’’ by many who are unfamiliar with 
what has really taken place. 

Modern manipulation is the use of suggestion to pro- 
duce action in a manner similar to that employed in ‘‘work- 
ing’’ or manipulating farmers, or any other class, by agi- 
tators. The same powerful emotions create the effects. 
In unionism at the present time, for example, fear is most 
frequently aroused. With farmers, greed is the stimulus. 
The suggestion is used on farmers that speculators make 
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huge profits on agricultural products and that those profits 
come out of the producers. Believing repeated assertions 
of this silly twaddle, farmers are swayed by angry greed 
and organize into non-thinking crowds ready to do the 
bidding of their leaders. If they would investigate specu- 
lation to the extent of asking a few sensible questions they 
would learn that speculators generally lose. Only in most 
exceptional cases do speculators consistently make profits. 
Every farmer who has tried speculation has learned this 
already, perhaps by bitter experience; but instead of plac- 
ing the blame for his losses where it belongs, on his own 
unfitness for speculation, he quite humanly prefers to at- 
tribute his losses to unconquerable obstacles placed in his 
way unfairly by others. In doing this he acts as do most 
human failures. 

Gustave Le Bon has explained how ‘‘nothing is more 
fatal to a people than the mania for great reforms.’’ Re- 
forms are the shibboleths with which agitators convert 
individuals into organized crowds that furnish unified poli- 
tical strength of great moment to vote-seekers. 

The speculator need not waste a moment in thinking 
about manipulation. Let him study the market. There 
he will find plenty of material for correct deductions con- 
cerning a coming advance or decline, whether it will be 
ealled ‘‘ manipulation ’’ by petty wise-acres, or ‘‘ a sea- 
sonal market move ’’ by more ponderous statisticians. 

Professor William James defines five methods of arriving 
at a decision. One of these, the fourth, needs little atten- 
tion from the speculator; but of the other four, two are 
horrible examples to be shunned, and two excellent models 
to be followed. The horrible examples are the second and 
the third methods. In the second the decision is finally 
brought about by something outside of the mind, usually 
an emotional stimulus. This is the commonest and worst 
form of making decisions among speculators. It explains 
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how crowd influence acts. The third method is that in 
which the decision is reached because of some weakness 
within the mind, Usually this is no more than unconquer- 
able desire to act—to do something, no matter what. Often 
the decision is brought about merely by impatience. In 
the best sense of the word, neither of these ‘‘methods’’ is 
a method. They exemplify the overthrow of method. 

The first and fifth methods of reasoning to a conclusion 
are forms that the speculator should study as models. In 
the first the decision is reached, after the evidence is all 
in, when the evidence on one side clearly outweighs that 
on the other; there is no conscious exertion of the will 
in deciding. In the fifth method, however, the reasoner 
feels the ‘‘slow dead heave’’ of his own will. This is the 
highest type of speculative decision, and requires the high- 
est type of intellectual power. 

A portion of the third maxim of Descartes is particu- 
larly worthy of earnest study. ‘‘My third maxim,’ it runs, 
‘‘was to endeavor always to conquer myself rather than 
fortune, and change my desire rather than the order of 
the world, and in general, accustom myself to the persua- 
sion that, except our own thoughts, there is nothing abso- 
lutely in our power.’’ 

The first rule for the objective part of speculation is, 
Do what you have decided to do. The importance of this 
rule is made impressive by those continually heard remarks 
of speculators, which convey the regret that they did not 
do what they intended to do. 

A portion of the second maxim of Descartes is valuable 
as an aid in developing will power always to do what you 
have decided to do, It follows: 

‘*My second maxim was to be as firm and resolute in 
my actions as I was able, and not to adhere less stead- 
fastly to the most doubtful opinions, when once adopted, 
than if they had been highly certain.’’ 
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Development of will power should be the undeviating 
aim of every speculator. This purpose is the building of 
character; and even if the speculator cannot reach the 
height of intellectual mastery towards which he climbs he 
will, nevertheless, develop sufficient strength of mind to 
give up speculating in markets for all time if he cannot 
make it profitable. 

To develop will power and method, the speculator should, 
for a time, always put in two orders with his broker when- 
ever he enters into a trade. One of these should be to 
take the profit which the speculator has definitely fixed 
as the aim of his speculation, the other should be a stop 
loss at the point which will take the loss he has definitely 
limited. The execution of either of these orders is to can- 
cel the other. He may even go a step farther and make it 
a rule always to close out a trade at the end of a definite 
time he has fixed for making his profit, no matter how 
the trade then stands. The reader is urged to understand 
that I am not attempting to lay down a specific rule for 
a suecessful manner of trading, but am only suggesting 
a means by which a speculator may develop method and 
the will power to enable him to observe the general rules 
for successful speculation. 

The tendency to be swayed by emotion is a deadly thing, 
and the speculator must control this tendency if he expects 
to make his operations consistently profitable. 

Time is an obtrusive element in speculation. With the 
investor, what he shall buy is the first question; but with 
the speculator, when he shall buy is always paramount. 

Different marketa are subject to different price cycles. 
The same event may cause different effects in different 
markets. Also, whether to seek small profits or take small 
losses in frequent trades, instead of seeking large profits 
or taking large losses in infrequent trades, being bound up 
with time, is dependable upon the particular market 
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traded in. Often either method is to be preferred at a 
diffarent time in the same market. 

The aim of this book is to present the theory of specu- 
lation and to make self-evident that the theory is correct. 
For this purpose both the principles and rules advanced 
had to be general, so that they might apply to all specu- 
lation. They should serve as fundamental knowledge both 
in theory and for practice. With this well digested in his 
mind, the speculator is ready to take up the study of 
particular markets. 

Properly to place any market under the miscroscope, as 
it were, requires the gathering over a long period of 
time of an enormous amount of data, and the arranging 
and compiling of tables to show general averages of mar- 
ket action so that they may be readily grasped. This 
work of gathering and compiling data respecting specific 
markets, I have been engaged in for a number of years. 
That there are well established laws of market action, I 
long since proved beyond question by an experiment with 
which most grain speculators are familiar—the printing 
daily, under the pen-name of ‘‘Argus,’’ in a metropolitan 
newspaper, definite, unambiguous daily forecasts of the 
wheat market. This was continued for a period of over 
six months; and the forecasts attained a slightly higher 
average of correctness than I stated beforehand they were 
certain to attain. 

The investigation conducted in this book has now 
reached a point where it is necessary to take up sepa- 
rately specific markets, with a view to searching out in 
each, by the aid of data covering a number of years, spe- 
cific principles and rules which belong to that market 
alone. This research is nearing completion, and in the 
near future I hope to present the results of it, together 
with tables, compilations and charts, epitomizing some 
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years of close observation, from which the specific prin- 
ciples and rules have been deduced and formulated. 

In the meantime the reader who is interested in this 
subject and who appreciates its practical, as well as its 
economic, value will find a fascination in applying to 
markets generally the theory here advanced, in making a 
particular study of the psychology of fluctuations and in 
testing, by observation at least, the efficacy of the four 
great general rules that have been laid down, which are: 

1. Do not over-trade. 

2. Always definitely fix the amount of profit sought in a 
speculation and the exact amount of loss that will be sub- 
mitted to in the effort to secure that profit. 

3. Think for yourself, 

4, Do what you have decided to do. 


CONCLUSION. 


During a period of war inflation, when prices rose 
with startling rapidity to unnatural heights, to speculate 
successfully became for a time almost a stereotyped per- 
formance. It was only necessary to buy—to buy, blindly, 
thoughtlessly, ignorantly. The propensity of speculators 
always is to buy rather than to sell, and this is strongest 
in those least fitted by knowledge and experience to specu- 
late. Success, therefore, crowned even the efforts of 
novices, and brought with it the robe of assurance. Par- 
venus shouldered their betters out of the way, as they 
strode onward with the pomp of swift-gotten gains. 
Egotism easily attributed to Merit many generous gifts 
of careless Circumstance. And then, on a sudden, came 
the stumbling and the falls. 

There is no bright promise in post-war economic condi- 
tions of another such period of roaring prosperity. The 
big mine has petered out, and the dance halls have been 
closed. The crowd of lingering prospectors still hoping 
to strike it rich by a single, chance-directed stroke of the 
pick, is growing smaller. Men are getting down to busi- 
ness again; for those who are best balanced best know 
that the rule of the world is that man must work hard 
to win success. Already many seeming exceptions have 
slipped back within that rule; they have lost again the 
fortunes they got for almost nothing. 

At the beginning of 1922 we were not yet out of the 
Slough of Despond created by the war. We still had 
before us great economic and social disturbances to floun- 
der through. An era when pinching economy would be 
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necessary seemed to lie just ahead. In vast industries, 
like the steel, the oil, the automobile, and in railroading 
and banking, a tendency for many different entities to 
condense and fuse into fewer but greater wholes seemed 
likely to express itself in mergers and reorganizations. 

The era will not be one in which it will be easy to get 
rich by haphazard speculation. In speculative markets, 
only those can be consistently successful who know prac- 
tical economics, who can control their operations and who 
steadily develop method and brain power; for of all activi- 
ties man pursues in his efforts to get wealth, speculation— 
to practice it profitably — most requires high intellectual 
attainments. 

But it was social disturbance that most threatened our 
future at the beginning of 1922. Evilly destructive forces 
were eating into our established order like a cancer, rot- 
ting our form of government and threatening utterly to 
disrupt it; not by any violent revolution, but by a kind 
of slow decomposition—the insidious stealing away of the 
rights of United States citizenship by that greatest of 
evils, class legislation. Class legislation which, with all 
that it implies, was the very tyranny that George Wash- 
ington and the other founders of our republic so hardily 
overthrew and stamped out in the thirteen struggling 
colonies. Class legislation—that corruption in modern 
government, that perfect antithesis to all that we have 
proudly called American, that usurpation by few, through 
shameless law-making, of rights that are not enjoyed by 
all. 

What could be a more sinister portent of the future 
than these two opening sentences of an editorial printed 
in the Chicago Tribune on February 10, 1922, two days 
before the anniversary of Lincoln’s birth: 

‘*A bill has been passed almost unanimously by the 
senate to free farmers’ co-operative organizations from 
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the restrictions and penalties of the Sherman act. This 
is class legislation in its present form, yet we think it is 
justifiable."’ 

Thus speaks the non-thinking, mob mind from the edi- 
torial page of a newspaper heretofore considered great. 
This senatorial tramping over our supposedly inalienable 
rights is declared by one of the biggest newspapers in 
this country, speaking to its half million readers, to be 
justifiable. What would Joseph Medill, were he alive, say 
to such fulsome pandering ? 

And yet this mad newspaper comment, expressing belief 
in a principle as presumptiously domineering and revolu- 
tionary as any tenet put forward in Bolshevik Russia, did 
not even create an observable ripple of protest. 

The great bulk of American citizens have become too 
dull or too cowardly to resent the theft of their birth- 
right. Not, perhaps, unless our Supreme Court is de- 
bauched and property rights are utterly destroyed will 
business men, the core of the great body of every day 
citizens, awake to what threatens them. 
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APPENDIX A 


The article by Professor Fisher, from which I have 
so largely quoted, appeared in The American Review 
of Reviews for September, 1919. His book, ‘‘Stabiliz- 
ing the Dollar,’’ was published in January, 1920. 

I was somewhat surprised to note in the book what 
appeared to me to be attempts to answer objections to 
his scheme which I had raised in an article that I sub- 
mitted to a magazine in early December, 1919. These 
attempts, however, are quite as weak and confused as 
his original plan. Being ridiculous fundamentally, the 
scheme cannot be made sound by any mere twisting of 
words or by changes in minor parts of it; and Profes- 
sor Fisher’s book only emphasizes, like a monument, 
the deadly absurdity of the monetary system it tries 
to expound as sane finance. 

I shall take space to point out only one of the changes 
in the book version of his scheme, and to show its fal- 
lacy. 

“‘To avoid speculation in gold at the expense of the 
Government,’’ says he, ‘‘a small fee, corresponding to 
what used to be called ‘brassage,’ should be charged to 
depositors of gold, and no single change in the dol- 
lar’s weight should exceed that fee. 

‘*This is a technical detail and, with other technical 
points, such as the status of the reserve behind the gold 
bullion dollar certificates, the initial par of the index 
number, the selection and revision of the items making 
up the composite dollar, the possible retention of gold 
coins and coinage, the control of deposit currency, etc., 
need not here be entered upon. These are elaborated 
in Appendix 1.’’ 
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Appendix 1 suggests that a fee of 1 percent be charged 
on exchanges of gold for commodity dollar certificates. 
Whether the same fee is also to be charged on exchanges 
of commodity dollar certificates for gold is not clear to 
me. Also Appendix 1 suggests that no increase or 
decrease at one time in the weight of gold that repre- 
sents a commodity dollar certificate shall exceed 1 per- 
cent. 

Not to mention the outrageous folly of suggesting a 
tax of 1 percent on an exchange with the government 
that effects no more than getting paper money for gold 
(and vice versa, if that also is suggested), the absurdity 
of such a proposal, as a means of preventing financiers 
from milking the government by exchanges with the 
treasury at propitious times, ought to be obvious. But 
it seems to be Professor Fisher’s idea that, whenever 
the periodic time (every month, let us say) came to 
regulate the weight of gold representing the commo- 
dity dollar, because the decrease or increase in the 
amount of gold would be limited to 1 percent and 
because, also, the fee for exchanging gold for paper 
(or vice versa) would be 1 percent, therefore there 
could be no opportunity of making a profit by the mere 
exchange. The absurdity of this obsession lies in the 
supposition that financiers, preparing to profit by ex- 
change at the expense of the government, would not 
wait, say, twelve months when, presuming that prices 
had been moving rapidly in one direction as they did 
in the latter part of 1920 and in 1921, the total change 
for the twelve months in the weight of gold represent- 
ing the commodity dollar (made up of twelve monthly 
changes of only 1 percent each) would be a little less or 
a little more than 12 percent. By an exchange under 
such circumstances profiteers, by paying the fee of 1 
percent, would gain either a little less or a little more 
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than 12 percent—depending on whether the weight of 
gold had been decreased because of a fall in prices or 
increased because of a rise in them— and make a net 
profit at the expense of the government, by the mere act 
of exchanging gold for paper money (or vice versa), of 
a little less or a little more than 11 percent. 

But passing over this result of Professor Fisher’s silly 
reasoning for the moment, consider simply a single 
change in the weight of gold representing his commodity 
dollar made at a time after sharp depreciation or appre- 
ciation in prices had been sufficient to require under his 
plan a change of, say, 3 percent in the weight of the 
gold representing his commodity dollar certificate. As 
the law he urges would forbid that a change of more 
than 1 percent could be made at any one time, the 
result, in such a case, would be a commodity dollar cer- 
tificate that could not even be represented in the treas- 
ury by the proper weight of gold which his scheme is 
supposed to provide that it should be represented by. Un- 
til the next time for making a regular periodic change 
came, the weight of gold representing the commodity dol- 
lar must remain—and would be openly recognized as re- 
maining—either 2 percent less or 2 percent more than it 
ought to be. Furthermore, it never could at any time 
be changed so as exactly to represent just what the com- 
modity dollar was, unless the change necessitated by 
fluctuation in prices happened to be 1 percent, or less, 
for the period preceding the regular time for again 
tinkering with this so-called ‘‘stable dollar.’’ 

It is not worth while to go further into the book 
version of the scheme. It is, if possible, more profoundly 
absurd than the article. However, as an example of 
how little its author understands price and value (and 
his utter misconception of what these two terms mean 
seems to lie at the bottom of his confusion about money), 
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let me quote once more from his article in the American 
Review of Reviews for September, 1919. 

‘‘As I have stated several months back,’’ he says, 
‘‘in my opinion, prices are not going to fall much. We 
are on a permanently (the italics are his) higher price 
level, and the sooner the business men of the country 
take this view and adjust themselves to it the sooner 
will they save themselves and the Nation from the mis- 
fortune which will come if we persist in our present 
false hope based on a false analogy with our Civil War 
experience.”’ 

Maintaining the silly view expressed above ruined a 
good many business men and has helped to emphasize 
economic difficulties which were inevitable. Professor 
Fisher’s forecast was published in September, 1919, In 
July, 1920, the big deflation began. The price of wheat 
alone dropped, within seven months, over $1.50 a bushel, 
to say nothing of hides, sugar, silk, wool and nearly 
everything else. 

When Professor Fisher made his prediction that prices 
would remain permanently on a high level, he simply 
expressed the emotional idea of the non-thinking crowd 
mind. He refused to make use of a true analogy to 
modern post-war times that the Civil War, and every 
other war, offered him. But this is not surprising in an 
economist who made the following statement: 

“‘The truth is, the war was largely paid for, not by 
taxes or loans, but by the High Cost of Living.’’ 

Here he mixes up general, popular expense with spe- 
cific government income. If Professor Fisher has not 
by this time discovered that even now, in 1922, the war 
has not yet been largely paid for at all, he will have 
increasing opportunities for some years to come to make 
that discovery. 
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The contract that grain-growing farmers were urged 
to sign by the United States Grain Growers, Inc., is 
analyzed, from both the practical and the legal points 
of view, in a pamphlet entitled ‘‘SIGN HERE,’’ which 
was written in July, 1921, and was widely circulated. 
As this pamphlet was made part of the record at a hear- 
ing of an investigating committee of the United States 
Senate, before which I testified on January 30, 1922, I 
include it here, More than 400,000 copies of the pamph- 
let were distributed in the grain states. It follows: 


“SIGN HERE’? 


Wat a Farmer WuHo SIGNS THE GRAIN GROWERS’ Con- 
Tract THat Is UrcEp Upon Him as PROVIDING FOR A 
Better Meruop or Marketine His Grain THINKS 
He Aarees To Do anp WHat HE REALLY 
Dors AGREE To. 

By 
THOMAS T. HOYNE 
(Copyright 1921, Thomas T. Hoyne.) 


Any contract sufficiently important to be expressed in 
writing is sufficiently important to be warily examined 
before you sign it. 

If a ‘‘Co-operative Organizer’? approaches you, a 
farmer, and asks you to sign a contract concerning the 
marketing of your grain and to pay a $10.00 initiation 
and membership fee, what ought you to do? 

Presume that he demands an immediate decision on 
your part. 
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‘See here,’’ says he, ‘‘T know that you want to help 
all farmers as a class. You farmers are the men that 
produce what the world most needs—food; and you 
are entitled to a just reward for your labor. But to get 
it you must act as business men do—you must combine 
and work together instead of acting individually. You 
must co-operate. 

‘You can’t afford not to be a member of this associa- 
tion. It’s a farmers’ organization. You can’t afford 
not to sign this contract. 

‘‘Sign right here—on the dotted line.”’ 

Suppose you demur. 

‘You're going to act with your friends and neigh- 
bors, aren’t you?’’ insists the organizer. ‘‘You know 
that you have been robbed for years on prices that you 
get for your grain. Here’s your chance to protect your- 
self for all time from a lot of parasites, men that never 
did a hard day’s work in their lives who have been 
living on your labor. 

‘Jones, just north of you, has signed already. Elkins 
didn’t hesitate a second. Jenkins couldn’t write his 
name down fast enough. All you people must stick to- 
gether; and you’re smart enough to know it.’’ 

You take the pen that he pushes into your hand, but 
just as you are going to sign your name an inner voice 
whispers to you to go slow. You hesitate. 

‘T’ve got to leave this neighborhood tomorrow,’’ 
urges the organizer. ‘‘Don't let me go away from here 
having to say that you are practically the only man 
in this section who stood out against his neighbors—the 
only man who wouldn't join in for the benefit of all.”’ 

You seize this opportunity. 

“T’ll think it over tonight,’’ you tell him, handing 
back his pen. ‘‘Come around in the morning.’’ 
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That evening you take the contract with you to town, 
and drop in to see Ed Jackson, the lawyer. Ed isn’t 
known in the Supreme Court, perhaps, but he has prac- 
tised law in the county for eighteen years. You have 
confidence in his ability; he’s your neighbor. You know 
him. 

You show him the contract. 

‘“‘Ought I sign this?’’ you ask. ‘‘I’ve got to know 
right away.’’ 

He looks up at you and smiles. 

““Got to know right away,’’ he repeats. ‘‘ Why, what’s 
the hurry, Bill? You aren’t trying to buy something for 
nothing, are you?’’ 

You both laugh; and then you explain the situation, 
as he glances over the contract. 

‘Good heavens, Bill,’? says he; ‘‘I wouldn't dare 
give an opinion of a contract so involved as this is 
without studying it carefully.”’ 

‘‘But I promised to give an answer in the morning,’’ 
you tell him. 

‘CAll right,’”? says he. ‘‘Then let’s see what will be 
the best answer for you to give without having had time 
to consider this contract as it ought to be considered. 
Let me ask you a few questions.’’ 

‘Go ahead,’’ you say. 

‘Well, Bill, if you should sign this contract at once 
you would certainly commit yourself in a general way 
to somebody else’s business policy in regard to your 
grain for the next six years. Now if you do sign it, 
just exactly what do you agree to do?’’ 

‘Why, only to let this association market my grain— 
in a pool if I want them to, or just to handle it, selling 
it whenever I tell them to sell it.’’ 

‘You agree to let them sell it exclusively?’’ 

"Ves? 
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‘‘They don’t promise to get you any particular price 
for it?”’ 

‘‘No, how could they?’’ 

“T’m just asking, Bill, Why do you think they 
can get a better price for you than you get for yourself? 
They have no special market, have they? You remem- 
ber that when John Fitz wanted to buy corn for his 
hogs a couple of years ago he wouldn't buy it from his 
brother because he could get it cheaper from Elkins. 
There is no reason why grain buyers will buy from this 
association if they can get what they want cheaper 
from some one else, is there?’’ 

**Certainly not.’’ 

‘‘And suppose this association has a lot of pooled 
grain to sell, but you want to sell your grain under the 
price the pool is holding for; if you sell it aren’t you 
underselling that pool made up of other farmers, just 
as much as if you weren’t a member of the association?’ 

“‘T suppose so, but no one needs to stay in a pool if 
he doesn’t want to stay in it.’’ 

“Ys that so?’’ 

‘Of course it is; a member always has a choice of 
how to sell his grain.’’ 

‘‘This contract doesn’t say so. And on page 25 of this 
booklet in ‘Questions and Answers on the Plan,’ it says: 
‘Can a grower pool one year and sell under one of the 
other options the next?’ and the answer is: ‘No, Once 
he decides to pool he must dispose of his grain in that 
way during the remainder of the contract period. He 
can change from the sales or consignment method to 
pooling at any time, however.’ ’’ 

“‘T didn’t understand it that way,’’ you say. 

“‘You see now what it means, Bill. If you decide to 
pool your grain the first year this contract runs, you 
have to pool it for the five following years even if the 
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pooling method turned out badly for you the first time 
you tried it. Where you are allowed a choice it gives 
you the opportunity to get deeper in, but you can’t 
get out. That’s kind of one-sided, isn't it?”’ 

‘‘Perhaps, but we farmers ought to stick together.’’ 

‘“You mean you all ought to be treated the same in 
the matter of the price paid for your grain?’’ 

‘“‘Why, yes, Ed; I think that is only fair.’’ 

‘‘Then the farmer 1,000 miles away from the cen- 
tral market should get the same net price for his grain 
that you, only 100 miles away, get?’ 

“Humph. I don’t know about that. The cost of 
freight for 1,000 miles shipment has to come out of the 
gross price of his gram, but freight for only 100 miles’ 
shipment has to come out of mine, Besides my land is 
worth more.’’ 

“Why?” 

‘‘Because it’s nearer the market.’’ 

“‘Then, Bill, if this association is going to blend all 
the purchase money received for grain into a common 
fund out of which, after unlimited deductions for cost 
of handling are made, come all payments on the same 
basis to growers of grain, what will happen to the value 
of your land?”’ 

‘“What’s that?”’ 

‘“‘How can your land close to the central market be 
worth any more than land 1,000 miles away if your 
grain won’t bring you in a cent more?’’ 

*‘Say, Ed, I never thought of that. Still we farmers 
ought to help each other all we can.’’ 

“‘Certainly you should, but remember that this is a 
business proposition, Bill. Don’t mix emotion up with 
it. It isn’t like building a church or founding a public 
library, or going to war to fight for your country. This 
is a business proposition, which means that when you 
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consider signing this contract you must ask yourself 
whether you will make money by doing so, or gain other 
valuable advantages, or at least take no unwise chance 
of losing something.’’ 

‘‘That’s pretty selfish, isn’t it?’’ 

‘*Suecessful business must be selfish. That’s the rea- 
son it’s successful.’’ 

“T suppose you’re right about that.’’ 

‘‘Now, Bill, tell me where this association is going 
to get the capital to carry on its business with.”’ 

‘‘From a corporation, capitalized at $100,000,000.’’ 

‘*Who’s going to buy all that stock?’’ 

“T don’t know, but it ought not to be hard to sell.’’ 

‘To farmers?’’ 

‘“Why no, Ed. You can’t count too much on farmers 
just at this time when it comes to raising such an enor- 
mous sum of money as that. But there ought to be 
plenty of financiers who will take the stock.’’ 

‘‘One hundred million dollars is a lot of money at any 
time, but especially right now. I notice advertisements 
in Chicago newspapers offering to sell only a few mil- 
lion dollars worth of bonds of the State of North Da- 
kota. I have seen those advertisements week after week. 
That must mean that those bonds are hard to sell, and 
yet an entire state is behind them. What is behind this 
corporation to make its stock look good to financiers?’’ 

“‘T can’t answer that. I don’t know enough about 
such things.”’ 

**You can’t expect business interests to furnish the 
money for a fight against them, can you?’ 

‘*Hardly.’’ 

‘‘Let’s check up on the situation as it stands now, 
before I have examined this contract carefully, and see 
what you ought to tell that organizer tomorrow morn- 
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ing. First, if you sign the contract you have to pay 
$10.00.”’ 

‘“‘That’s nothing, Ed. If it’s the right thing to do 
I would gladly pay twice as much.”’ 

‘“‘Of course you would. But besides paying that 
$10.00 you tie up the marketing of your grain for six 
years by a contract that perpetuates itself every year 
after that unless you cancel it in writing during a cer- 
tain fifteen days. Isn’t that giving up a valuable right 
of yours, and then paying $10.00 on top of it for the 
privilege of giving up that right to sell your own grain 
where and how you please?’’ 

“‘T didn’t look at it that way. Besides, I get rights 
in return.”’ 

‘“What are they?’’ 

‘“‘Well, I don’t know that I can make clear what 
they are. Of course this association may not be much 
now, but it’s going to be a big thing.’”’ 

‘*You have plenty of time while it’s growing in which 
to sign a contract, haven’t you? Nothing will prevent 
you from signing later if you want to. You can’t lose 
anything by waiting, can you?”’ 

“Of course, Ed, I wouldn’t sign such a contract with- 
out having you examine it carefully first. That’s why 
I came in to see you. I’m not going to be rushed into 
this thing. You go over the contract carefully, and let 
me know all about it. I am perfectly willing to go in 
on this co-operation plan if it’s really going to help 
farmers, but not unless you think it’s safe for me to do 
it. Good night.’’ 

And so the next day you tell the organizer when he 
calls that you are not ready to sign the contract just 
yet—that your lawyer has advised you to wait until he 
has examined it and can give an opinion concerning it. 
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Several days later you receive a letter from your law- 
yer containing his opinion. This letter almost takes you 
off your feet with its startling analysis of the contract 
which you just saved yourself by a hair from signing. 
It reads as follows: 


My Dear William: 

You left with me a pamphlet issued by the depart- 
ment of information of the United States Grain Grow- 
ers, Inc., entitled ‘‘Grain Marketing Plan of the Com- 
mittee of Seventeen’’ (revised June 20, 1921), containing 
a copy of the ‘‘Grain Growers’ Contract’’ concerning 
which you wish my opinion, and other matter. That 
pamphlet I return herewith, references being made to 
it by page and section number in the following analysis 
and opinion: 

Page 38.—The ‘‘Grain Growers’ Contract’? which you 
are asked to sign is a contract between you and an ele- 
vator company (or a local grain growers’ association). 
Notice that the contract is not between you and the 
United States Grain Growers, Inc. The $10.00 initiation 
and membership fee which you must pay, however, goes 
to the United States Grain Growers, Inc. (hereafter 
called the U. S. Association) and admits you to mem- 
bership in it. 

Page 39.—The first paragraph of Section 1 of the 
‘*Grain Growers’ Contract’’ reads: 

“‘The elevator company agrees that it shall provide 
by ownership, lease or otherwise, facilities for weighing, 
grading, storing and marketing grain; that it shall re- 
ceive and handle as hereinafter specified, or shall pur- 
chase at prices, and upon such terms, as are hereinafter 
set forth, all the grain hereinafter mentioned tendered 
to it by the grower in accordance herewith; that it shall 
market all said grain through the U. S. Association ac- 
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cording to the terms and conditions of the contract 
between the U. S. Association and the elevator company, 
a copy of which is attached hereto and made a part 
hereof as though copied herein.’’ 

This provision embodies in the contract that you are 
asked to sign another contract to which you are not a 
party. A copy of this other contract, which is between 
the elevator company and the U. 8S. Association, appears 
on pages 47 to 51. It is called the ‘‘ Elevator Contract,’’ 
and deserves patient scrutiny. 

Page 48.—Section 8 of this ‘‘Elevator Contract’’ pro- 
vides: 

“Upon that grain which is committed to the elevator 
company to be sold on the basis of a price to be deter- 
mined from the net resale value thereof, less deductions 
for the cost of handling, the U. S. Association, within 
its discretion, may make advance payments as market 
and financial conditions warrant; provided, the elevator 
company shall fully protect the U. 8. Association against 
losses thereby.’’ 

Page 49.—Section 11 (f) provides: 

“The U. S. Association may borrow money in ita 
name on the grain (in joint pools) through drafts, ac- 
ceptances, notes or otherwise, on any warehouse receipt 
or bill of lading, upon any accounts for the sale of the 
grain or on any commercial paper delivered therefor.’’ 

Note—Although the capital for conducting the busi- 
ness of the U. S. Association is presumably to be pro- 
vided by the Farmers’ Finance Corporation, the U. 8. 
Association, which has no capital stock or resources 
whatever, is here given absolute power to borrow money 
as it sees fit on your grain. 

Page 49.—The first and second paragraphs of Section 
12, “‘Deductions for the Cost of Handling,’”’ provide: 

‘“‘The proceeds from all sales of grain made by the 
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U. S. Association shall be paid by the purchasers thereof 
to the said U. S. Association, which proceeds shall be 
blended into one general fund; and the U. S. Association 
shall deduct from said proceeds such uniform amounts 
or percentages as shall be deemed necessary from time 
to time by the duly constituted officers or representa- 
tives of the U. 8. Association, in order to meet all ex- 
penses properly chargeable to the handling of such 
grain; and also certain other deductions shall be made 
in order to provide special funds for carrying out the 
purposes of the U. 8. Association. The deductions stated 
in the preceding sentence shall be described in this and 
all related contracts as: Deductions for the cost of han- 
dling. The net proceeds from said sales above advances 
which have been made by a properly constituted author- 
ity shall be paid to those entitled to the same, in accord- 
ance with the usual customs of the trade in handling 
such transactions, 

“The special funds mentioned in the preceding para- 
graph shall include those deemed necessary by the board 
of directors of the U. S. Association for the acquisition 
by purchase, lease or otherwise, of the control of prop- 
erty to be used by the said association or affiliated or- 
ganizations, for the retirement of obligations incurred 
in the purchase of such property or in the operation of 
the business of the said association; for any debt due 
and unpaid from the grower to the U. 8. Association, 
and whenever otherwise specifically authorized in writ- 
ing by the grower; for the creation of reserves for such 
retirement, for renewals; and for any other expenditures 
which the said U. S. Association, its officers or agents, 
are authorized to incur.’’ 

Note—These unlimited powers are for unlimited pur- 
poses. The provision for specific authorization in writ- 
ing by the grower is wholly superfluous. There is no pos- 
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sible expenditure for which any authorization, beyond that 
already given by this part of the contract itself, is 
required. Observe that deductions to be made ‘‘in order 
to provide special funds for carrying out the purposes 
of the U. S. Association’’ shall be described as ‘‘deduc- 
tions for the cost of handling.’’ This makes it possi- 
ble for the U. S. Association to tax upon your grain, 
for ‘‘special funds,’’ any expenses whatever from inordi- 
nate salaries to enormous ‘‘organizing’’ charges, and yet 
such expenses will be deseribed merely as ‘‘deductions 
for the cost of handling.’’ 


You might not have easy access to items that ex- 
plained how money received for your grain, but not 
turned over to you, was spent. 

Pages 49-50.—The third paragraph of Section 12 might 
seem to put a limit to the charges that can be taxed 
against your grain, but read it carefully. It is as fol- 
lows: 

‘So far as practicable all capital expenditures and 
interest charges on investments in marketing facilities 
shall be incurred by self-sustaining subsidiary, or affili- 
ated organizations, and appropriate charges shall be 
levied against the grain using the facilities furnished by 
such organizations. All operating and capital expendi- 
tures, which are lawfully incurred in accordance with 
the powers and duties of the U. S. Association, shall be 
prorated fairly and justly in accordance with the judg- 
ment of the officers of the U. S. Association against the 
grain necessitating such expenditures; provided, how- 
ever, that if the grain is sold on a grain exchange, and 
no other service of a substantial character is rendered 
by the U. 8S. Association, the total expenditures which 
shall be considered chargeable against said grain shall 
in no case exceed one per cent of its value, unless the 
standard charge for similar service shall be more than 
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one per cent, in which case said total charges by the 
U. S. Association shall not exceed such standard charge. 
On other grain where facilities requiring capital invest- 
ment are used, the maximum deductions for any one 
year from the proceeds of all sales of grain to be made 
for capital expenditures, interest charges, etc. (aside 
from ordinary operating, including overhead expenses) 
in order to acquire the ownership or eontrol over mar- 
keting facilities shall in no case exceed one per cent of 
the value of the grain so handled by the U. S. Associa- 
tion. The distinction, in accounting, between capital and 
operating income and expenditures, shall be in accord- 
ance, so far as practicable, with the rules adopted for com- 
mon carriers by the Interstate Commerce Commission.” 

Note—This maximum deduction of one per cent of the 
value of the grain is only a maximum for ‘‘capital ex- 
penditures, interest charges, etc. (aside from ordinary 
operating, including overhead expenses).’’ 

Except on grain that is sold on a grain exchange. 
Then, when ‘‘no other service of a substantial character 
is rendered by the U. S. Association, the total expendi- 
tures which shall be considered chargeable against said 
grain shall in no case exceed one per cent of its value, 
unless the standard charge for similar service shall be 
more than one per cent, in which case said total charges 
by the U. S. Association shall not exceed such standard 
charge,’’ 

This places the owner of grain that is sold on a grain 
exchange in a much better position than other mem- 
bers of the U. S. Association because the charges against 
his grain are definitely limited. In other words, because 
a grain exchange makes a certain charge for selling 
grain ‘‘standard,’’? no more than that charge—except 
where it is less than one per cent of the value of the 
grain—can be taxed upon the owner. 
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Undoubtedly every member of the U. 8S. Association 
would prefer, under such a contract, to have his grain 
sold on an exchange, if he were given the choice, be- 
cause then the charges for the service would be defi- 
nitely limited, almost as certainly as if the owner sold 
his grain direct on an exchange himself. But if the 
grain is not sold on an exchange, ‘‘the cost of handling’’ 
becomes an unknown quantity on which no limit what- 
ever is fixed. 

By simplfying technical language and boiling down 
to its essence this Section 12 of the ‘‘Elevator Contract,”’’ 
which is embodied in the ‘‘Grain Growers’ Contract”’ 
that you are asked to sign, we learn in plain words that 
if you do sign it you will engage yourself to embark 
in a business for which you agree to furnish as capital 
all the grain you raise during the next six years. 

This is a pretty sizable speculation, but there is noth- 
ing unusual or improper in engaging in such a specula- 
tion. Every new business is founded on speculation. 
But is this what you want to do? 

Or did you think that by signing the contract pre- 
sented to you, you would merely give the U. S. Asso- 
ciation an opportunity to make the ordinary profit on 
the sale of your grain which the salesman has a right 
to expect, without any risk to you of losing a good part— 
perhaps all—of the selling price? 

In other words, are you contemplating going into a 
new business, and in the expectation of making that 
business pay you big returns are you willing to risk as 
capital all the grain you raise during the next six years! 

Every new business is a speculation; and often a dan- 
gerous one, R. G. Dun & Co.’s figures on business enter- 
prises, covering this country and Canada, show that 
about three out of every four new business enterprises 
are unsuccessful. Moreover, of those businesses which 
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eventually succeed the vast majority first pass through 
a long period during which they lose money. During 
that time they draw on their capital to keep going. 

It is quite probable that the U. S. Association—even 
if eventually it should succeed—must first pass through 
such a period. As membership fees and the grain of its 
members comprise the only capital it will have to draw 
upon in order to maintain its business, huge sums must 
be charged against the grain handled as ‘‘deductions for 
the cost of handling.’’ Therefore, even if the grain 
were sold at better prices than could be secured through 
any other agency, the net return to the grower is certain 
to be very much smaller, 

Let me call your attention at this point to the fact 
that the pamphlet containing the contracts and other 
matter purports to tell all about the U. S. Association, 
but in no place gives any definite information concern- 
ing expenditures. 

On page 26, ‘‘Questions and Answers on the Plan,”’ 
the question is asked: 

‘Is there any danger that excessive salaries will be 
paid?’’ 

The answer is: 

‘‘The directors are farmers and have the usual farm- 
er’s common sense about spending money. They will 
not pay higher salaries than are necessary to secure quali- 
fied men. Farmers now pay the salaries of the men in 
the grain trade, whether they realize it or not.’’ 

This answer begs the question. Minutes from the 
U. 8. Association read in the House of Representatives 
of the Illinois Jegislature told of fixing the salaries of 
only five of the officers of the U. S. Association at a 
total of $65,000 annually, and of other huge expenses. I 
have not seen an authorized denial of these figures. 

And, to be quite frank with you, Bill, do you think 
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that farmers as a class are remarkable for providence 
in the way they handle money? Just recall the two 
Edwards boys, for example. They left the Edwards 
farm and went up into Dakota, and had a wonderful 
wheat crop two years ago. They cleared over $8,000 
apiece net. Then they came back here to visit their 
father. He told me all about it. Inside of six months 
they spent nearly all their money on new machinery 
and farm development. They are both good capable 
farmers, and they did not throw their money away on 
personal luxuries. But they didn’t understand the neces- 
sity of maintaining capital, and as a consequence they 
are in all kinds of financial trouble now; and their 
father is trying to raise money to help them out. 

For you to sign this contract that embodies in it 
another contract to which you are not a party, would 
be to give away almost unheard of power and control 
over your own property and to cut yourself off from 
any right to question or dispute charges taxed against 
your grain. It would be somewhat analogous to giving a 
creditor whom you owed $1,000 a blank check which 
you have signed, trusting your creditor to fill it in with 
the proper amount and no more. 

The purpose in the round-about method of embody- 
ing the ‘‘Elevator Contract’’ in the ‘“‘Grain Growers’ 
Contract,’’ which you are asked to sign, is not clear if 
it be not to lead you to agree indirectly to wholly dis- 
eretionary and unlimited charges against your grain 
which you would never agree to directly. 

Now to return to the ‘‘Grain Growers’ Contract,’ 
which is the one you are asked to sign. 

Page 39.—The second paragraph of Section 1 pro- 
vides: 

‘This contract shall govern all the grain which is 
controlled by the grower, and produced upon land 
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described in the preamble of this agreement which he 
now owns, or shall hereafter own or operate during the 
life of this contract, and all such grain as he now has 
in possession, but not grain required and used by the 
grower, or sold by him locally for local use for seed 
or feed, or sold otherwise with the written approval of, 
and upon the terms and conditions prescribed by, the 
U. 8. Association.’’ 

Page 39.—Section 2: 

‘During the life of this contract the grower agrees 
to deliver and sell to the elevator company, or other- 
wise market through said company, all the grain cov- 
ered by this contract, and grown upon the land above 
described, at a price to be determined as hereinafter 
set forth.’’ 

Page 39.—The first paragraph of Section 4 provides: 

‘This contract shall become effective with respect to 
ite provisions concerning grain, ten days after receipt 
by the grower of a written notice to that effect by the 
elevator company. This contract shall be in effect from 
such date to June 30, 1927.”’ 

That is to say, after you have signed this contract 
and paid your $10.00 it does not become effective ‘“‘with 
respect to its provisions concerning grain’’ until after 
the other party to the contract sees fit to give you 
written notice, and does give you written notice, that 
he will carry out the ‘‘provisions concerning grain’’ 
that he has already agreed in the contract to carry out. 

This is as if a man wanted to sell you an option to 
buy his farm at a certain price, with the added agree- 
ment that the provision concerning the price would not 
be effective until ten days after he gave you written 
notice that it would be effective. 

Suppose he never gave you that written notice? 

As a distinction is made in, ‘‘with respect to its pro- 
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visions concerning grain’’ all other provisions must be 
presumed to become effective when the contract is 
signed, What is included in these other provisions? 

Supposing that, failing to receive your written notice 
promptly after you had signed the contract, you sell 
your grain in the usual manner. Are you then liable 
for the liquidated damages of 10 cents a bushel for 
wheat, 10 cents for rye, 20 cents for flax and 6 cents 
for all other grain as provided on page 41, in the fourth 
paragraph of A-2, Section 13; and again on page 44, in 
the third paragraph of B-3, Section 14? 

On the other hand, suppose you hold your grain and 
lose your market; and then never receive the written 
notice at all? 

Observe that this notice is to come from (I assume 
that whoever drew the contract means ‘‘from,’’ although 
he has written ‘‘by’’) the elevator company. If its 
elevator capacity were filled with grain might not the 
elevator company postpone sending you the written notice 
indefinitely ? 

Page 39.—The second paragraph of Section 4 con- 
tinues: 

‘““This contract shall extend automatically and con- 
tinue in full force and effect as to each of the parties 
hereto from year to year after June 30, 1927, until the 
same shall have been terminated by either party as to 
any kind of grain in accordance with the following terms 
and conditions: 

‘“(a) Notice in writing of said termination must be 
given by such party desiring the termination to the 
other party at least 45 days, and not more than 60 
days, prior to the close of the contract year, at the end 
of which it is sought to terminate the contract. 

‘*(b) The party desiring to make such termination 
must, prior to the effective date of such termination, 
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pay any indebtedness then due the other party.’’ 

Page 40.—Section 8: 

‘“‘This contract shall be terminated whenever the 
grower shall for any reason be expelled from member- 
ship in the U. S. Association; but such expulsion shall 
not affect the rights and liabilities of the parties hereto 
as to the unmarketed grain then in the possession of 
either party.’’ 

Notice, that if you become a member of the U. S. 
Association and sign this contract all the grain you 
grow for six years to come will be covered by the con- 
tract all the time, after you receive written notice from 
the elevator company. After the first six years the 
contract will perpetuate itself annually, unless you 
cancel it in writing between May 1 and May 16. 

Why this time for cancellation is not clearly set forth 
as I have stated it I cannot understand unless the object 
is to make the terms of agreement more confusing and to 
create an impression that cancellation is an act of minor 
importance, plenty of time being allowed for it. Notice 
that the contract mentions specifically 45 and 60 days, 
but does not say that you have only 15 days in which to 
cancel it, and what those 15 days are on the calendar. 

There is too much unnecessarily intricate language in 
the contract throughout. This serves to confuse rather than 
to clarify, but I do not feel that it is necessary to your 
purpose for me to explain the document any further. I 
have pointed out ita legal significance in many provisions 
which are clear enough to any lawyer, but so obscure to 
the layman that he might easily bind himself to do what 
he never intended. 

I knew your father before you, Bill, and because of that 
I am going to exercise greater freedom in giving you my 
advice than a lawyer usually would. It seems to me that 
the question of whether you should sign this contract, now 
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that you know what it really means, calls for business 
judgment rather than legal acumen. 

If you contemplated engaging in a business venture in 
which you were willing to risk as the capital you put in 
all the grain you raise during the next six years, I would 
not have much to say to you, as the question of entering 
upon such a speculative enterprise would be one for you to 
answer for yourself. 

Even if you determined to do this, however, I should, 
as your legal representative, insist upon a form of con- 
tract that was fair to you. 

But from my talk with you I gathered that you wish 
to do no such thing; that you wish merely to join the 
U. S. Association if it offers an opportunity for you to 
market your grain—even at somewhat less profit than you 
can make by marketing it yourself—without incurring risk 
of serious financial loss or legal entanglement. 

Well then. 

1. Don’t accept too literally the statement made by the 
U. §. Association that farmers indirectly pay the salaries 
of all the men in the grain handling business. They don’t. 
That consumers pay these salaries and also every dollar 
that farmers receive for their grain is self-evident. Fur- 
thermore, the men engaged in the grain business, in this 
country and abroad, and all the thousands of clerks, book- 
keepers and handlers in every eapacity from truck driver 
up to exporter are among these same consumers. 

2. If you sign this contract you tie yourself up for six 
years, During that time the expense of organizing and 
pushing towards a successful issue—supposing that is pos- 
sible—such a huge scheme as is contemplated by the U. 8S. 
Association means spending money like water. There is 
only one source, besides membership fees, from which this 
money can come—out of the grain that is handled, part 
of which would be your grain. 
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8. There is no reason whatever for you to sign such a 
contract at the present time, unless your business judgment 
is overridden by a kind of emotional loyalty that makes 
you believe it is your duty to sign ‘‘becanuse it will help 
the farmer.’’ Be careful of such a feeling. The U. S. 
Association may not help the farmer at all. It may hurt 
him. Some of the best intended business enterprises have 
gone to wreck, even though not based upon unsound busi- 
ness principles and not extravagantly mismanaged. 

4. On the back cover of the pamphlet is printed a 
“‘warning’’ which includes this statement: 

‘“Expenditures are being closely guarded. The board of 
directors are themselves farmers and are scrupulously care- 
ful that farmers’ money is not wasted.’’ 

This covers the sore spot. In spite of the constant in- 
sistence that all money is carefully handled, nowhere in 
the pamphlet do I find any figures which show how it is 
being expended; and yet it is common knowledge that the 
expenditures must have been and must continue to be enor- 
mous. 

Furthermore, the fact that the board of directors is 
made up of farmers is not so important to a member as 
impressive. What is vital to him is whether they are busi- 
ness men capable of taking care of his interests in competi- 
tion with the best business men in the country, and of han- 
dling these interests successfully not for themselves, but for 
him. 

In conclusion all I can say is that, even looking at the 
Association in the most favorable light, it would be ex- 
tremely unwise of you to sign the contract now, under any 
cireumstances. It is absolutely impossible for you to lose 
anything by not signing. By signing you might lose a 
good deal. At the very least, if you should sign it you 
would tie up all the product of your energy and labor 
for a term of six years, and you would tie it up ina 
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scheme that has not yet been proved rational in the busi- 
ness sense. 

That sturdy old Quaker, William Penn, who founded 
the State of Pennsylvania, had a saying which seems to 
me peculiarly fit for the consideration of any man who 
contemplates the signing of such a contract: 

‘““Wear none of thine own chains,’’ said he, ‘‘but keep 
free whilst thou art free.’’ 

Your old friend, 
EDWARD JACKSON. 
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Following is a copy of the order of the State Securi- 
ties Commission of the State of Minnesota denying permis- 
sion to sell stock of the Farmers’ Finance Corporation in 
that state. It is particularly interesting in its analysis 
of that corporation, and of the connection between that 
corporation and the United States Grain Growers, Inc. 


STATE OF MINNESOTA, 

StaTeE SEcuRITIES COMMISSION. 

In the matter of the appli- 

eation of the Farmers’ 

Finance Corporation, a 

Delaware corporation, 

for an investment com- 
pany license. 


Order denying application. 


WHEREAS, it appears from the application in the above- 
entitled matter and from other information in the pos- 
session of the commission that, for the reasons stated in 
the memorandum attached hereto and made a part hereof, 
the sale of the securities for which application is made 
would, in the opinion of the commission, work a fraud on 
the purchasers thereof; now, therefore, 

Ir IS ORDERED that said application be and the same 
hereby is in all things denied. 


STATE SECURITIES COMMISSION, 
(Seal) By F. BE. Pearson, 


Commissioner. 
Dated September 2, 1921. 
274 
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In re Denial of Farmers’ Finance Corporation, 

Applicant was incorporated under the laws of the State 
of Delaware on June 10, 1921, with an authorized capital 
of $100,000,000 of preferred stock, divided into 1,000,000 
shares, par value of $100 per share, and 21 shares of com- 
mon stock with no par value. Articles provide that the 
preferred stock entitles the holder to receive out of the 
net profits a non-cumulative dividend at such rate as may 
be fixed from time to time by the board of directors, that 
in case of dissolution it shall be preferred over the com- 
mon for par, and after the common receives the amount 
paid therefor, the balance to be distributed to the pre- 
ferred, that it shall be redeemable at the discretion of the 
board of directors on three months’ notice after one year 
from date at par or book value, whichever is the higher, 
that no holder of preferred stock having less than 10 per 
cent of the outstanding preferred shall have a right to ex- 
amine the books and records of the corporation except by 
resolution of the board of directors, that it can be sold 
only after same has first been offered to the company, that 
it shall be non-voting at all times and not entitled to no- 
tices of stockholders’ meetings. 

On the date the application was filed, July 28, 1921, 
applicant had issued its 21 shares of no par value stock 
to the United States Grain Growers, Inc., a non-stock cor- 
poration formed under the laws of the State of Delaware, 
and had also issued 127 shares of preferred stock for cash, 
a total cash consideration for the stock outstanding as of 
the above date of $13,900. Its assets consisted only of the 
proceeds from the sale of stock. The company had trans- 
acted no business and showed no profit and loss, 

The following objections arise: 

(1) The stock to be sold is a preferred stock in name 
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only. Its only preference is as to assets for the par value 
only. This amounts to a preference in favor of $100,000,- 
000 of stock over 21 shares of stock for which the com- 
pany received $2,100. This is in fact no preference what- 
soever and is of no value or protection. No preference 
is given as to earnings, it being merely entitled to a non- 
cumulative dividend at a rate to be fixed by the board of 
directors, which dividend is not preferred as to earnings 
over and above any dividends on the common stock. It 
is in fact entitled only to such dividends as the board of 
directors may see fit to declare. There are no other prefer- 
ences, 

It is well settled that corporate stock is in fact ‘‘pre- 
ferred ’’ stock and rightly designated as such only when, 
among other things, it is preferred as to earnings over all 
other stock for a fixed annual cumulative dividend, and is 
also preferred as to assets for par and accrued dividends, 
and when the issuing corporation has net tangible assets 
substantially in excess of the preferred stock outstanding 
and to be sold, and/or a settled demonstrated earning ca- 
pacity amply sufficient to meet the minimum dividend re- 
quirements on the preferred stock outstanding and to be 
sold. In the present case the stock is given no preference 
whatsoever as to earnings, the company has no earnings, 
and the preference as to assets is of no value or protection. 
There is therefore no justification for calling this stock a 
““preferred’’ stock and the offer and sale thereof as ‘‘pre- 
ferred’’ stock is misleading and deceptive. 

(2) The stock to be sold is not reasonably worth par, 
the proposed sale price. A ‘‘preferred’’ stock to be worth 
par must have, among other things, a fixed dividend rate 
at least equal to the current market rate on high-class 
securities and the issuing company must have shown an 
earning capacity sufficient to meet such dividend require- 
ment and/or that it has net tangible assets sufficient to 
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reasonably insure the earning of such dividends in the 
future and pay par and accrued dividends to the preferred 
stockholders in case of dissolution. In the present case 
none of these essential features are present. The stock is 
therefore worth substantially less than par and the offer 
and sale thereof at par is misleading and deceptive. 

(3) Exclusive voting power is vested in the 21 shares 
of no par value common stock for which a nominal con- 
sideration of $2,100 has been paid. No vote or control is 
given to the $100,000,000 of preferred stock. The gov- 
erning body is composed of 31 directors elected by the 
common stock. The unusual broad powers vested in the 
corporation by its charter are placed in a board of direc- 
tors of 21 members elected exclusively by the common 
stock. This board may delegate all of its powers to an 
executive committee of no stated number, a majority of 
which constitutes a quorum. By its ownership of these 21 
shares, the United States Grain Growers, Inc., controls the 
applicant company, the members of the United States Grain 
Growers, Ine., in turn controlling the election of its board 
of directors and through it the voting of the 21 shares of 
the Farmers’ Finance Corporation common stock. Under 
the organization of the United States Grain Growers, Inc., 
its members are farmers who are actually growing grain. 
In cases where a preferred stockholder of the Farmers’ 
Finance Corporation is also a member of the United States 
Grain Growers, Inc., he has some voice in the management 
of the Farmers’ Finance Corporation, but this right is an 
incident to his membership in the United States Grain 
Growers, Ine., and not as a stockholder of the Farmers’ 
Finance Corporation. The plans of the applicant com- 
pany, however, do not limit the sale of its preferred stock 
to members of the United States Grain Growers, Ine., but 
contemplate and intend the sale of preferred stock to the 
public generally. From the showing made all or a majority 


278 SPECULATION 


of this stock may be offered and sold to non-members who 
would have no voice in the management of the corpora- 
tion, thus leaving control of a vast sum of money approxi- 
mating $100,000,000 exclusively in the hands of a corpo- 
ration which has invested $2,100 only. Placing control of 
a corporation of this size exclusively in a class of stock 
which would sustain no substantial loss in case the project 
proved a failure is not justified and does not assure to the 
purchaser of the preferred stock such management and 
control as will properly protect his investment, and gives 
to those who entirely finance the company no means of pro- 
tecting themselves against bad management, dishonesty and 
other causes impairing their investment. 

Even assuming that the preferred stock was to be sold 
only to members of the United States Grain Growers, Inc., 
thereby assuring actual control in the hands of the holders 
thereof, there is no prohibition in the articles of inecorpora- 
tion of the Farmers’ Finance Corporation against the United 
States Grain Growers, Inc., selling the 21 shares of com- 
mon atock to any one it may choose, thereby taking control 
from the owners of the preferred stock after they had 
acquired same. 

The resolution passed by the board of directors of the 
Farmers’ Finance Corporation providing that no divi- 
dends shall ever be paid on the common stock is of doubt- 
ful validity and may not be binding on the present holders 
of the common stock or subsequent purchasers thereof. 
This resolution does not appear to have been made a part 
of the contract entered into with preferred stockholders, is 
subject to change at any time either before or after the 
preferred stock is sold and may be no protection to the 
preferred stockholders. It does not give the preferred 
stock any substantial preference as to earnings. 

(4) The applying company is a subsidiary of the United 
States Grain Growers, Inc., both organizations being the 
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outgrowth of a movement which purports to be a co-opera- 
tive movement among grain growing farmers. By years 
of development the so-called co-operative movements in this 
and other states have come to have certain settled features 
which are deemed essential and which are regarded as pres- 
ent in all such movements, these features being set forth 
in the co-operative statutes now in effect in this state, 
Chapter 382, General Laws of Minnesota for 1919 as 
amended. These essential features are not embodied in the 
present organization, which, on the contrary, is a close cor- 
poration with unusually broad powers and control vested 
entirely in 21 shares of no-par value stock, and which cor- 
poration denies to the purchaser of stock all rights and 
privileges usually incident to the holders of stock in a co- 
operative organization. The offer and sale of the stock in 
question in connection with the movement represented by 
the United States Grain Growers, Ine., and the applying 
company is therefore misleading and deceptive. 

For the foregoing reasons the commission is of the opin- 
ion that the offer and sale of the preferred stock in ques- 
tion is likely to be fraudulent within the meaning of Chap- 
ter 429, General Laws of Minnesota for 1917 as amended. 


